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FOREWORD 



Structural change In the economy is causing economic stress in rural 
America, especially in areas with a heavy dependence on agriculture, 
mining and energy, and manufacturing. This contrasts sharply with the 
1970's when widespread economic growth and vitality were the dominant 
rural themes. Rural economies in the 1980 9 s are characterized by slow 
job growth &ad high unemployment, outmlgratlon and reduced population 
growth, and underdeveloped human resources. 

In response to these conditions, the Senate Appropriations Committee 
directed the Economic Research Service to " ... conduct a study to 
identify alternatives for maintaining and strengthening economic 
development in rural communities...." This report, which responds to 
the Committee's request, synthesizes existing knowledge on rural 
issues. The report contains up-to-date information on changes in the 
structure and performance of the rural economy and on alternative 
policies to help displaced people and rural communities adjust to the 
change . 

Selecting a natlonrl rural development policy is ultimately a balancing 
of the interests of groups whose opportunities are being affected. We 
identified macroeconomlc, sectoral, territorial, and human resource 
policies as the tour general elements of public intervention affecting 
rural economic development. Our research suggests that macroeconomlc 
and human resource policies are likely to be most effective in dealing 
with problems facing rural areas in the 1980 's and '90 's. Human 
resource policies in particular help people to adapt to changing 
technologies and marketplace conditions. Such adaptations are 
essential if rural areas are to maintain a competitive position in the 
national and global economies and share in economic growth. The future 
role of sectoral and territorial policies is less clear. They may 
encourage resources to become trapped in inefficient locations and 
industries. 

We hope that this report provides information useful to the Congress in 
debating and making the hard choices among alternative policies. 





VTOHN E. LEE, Jr. 
(Administrator 
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EXECUTIVE SUMMARY 



The Rural Development Situation 

While growth and economic vitality were the dominant rural themes In the 
1970 f s, structural change and economic dislocation have become overriding 
rural Issues In the 1980 f s. In recent decades, the rural economy has 
shifted from heavy dependence on natural resource-based Industries to more 
reliance on manufacturing and services Industries, much of It In low-wage, 
low-skill Jobs, This Industrial restructuring has left rural areas open to 
rapid shifts In production technologies which appear to have reduced their 
competitive position In the national and International economy. At the 
same time, the rural economy has become more closely tied with national and 
global economies, making It more sensitive to changes In macro policy, 
business cycles, and global competition. 

In the 1980 v 3, downturns In several Industries Important to rural areas 
(agriculture, raiaing and energy, and manufacturing) coincided, turning what 
would normally be local or regional problems Into a widespread rural 
decline of national proportions. Rural economic adjustment and stress In 
the 1980 1 s Include: 

Slow Rural Job Growth and High Unemployment 

o Overall rural employment growth since 1979 (the peak of the 
last business cycle) has been slower than urban employment 
growth: 4 percent vs. 13 percent. Slow growth Is concentrated 
In the natural resource and goods-producing Industrie* • 
Counties depending on mining and energy extraction actually 
declined by 9.5 percent In total employment, while agriculture 
counties showed virtually no growth and manufacturing counties 
grew by only 2.7 percent. 

o Stress In the rural economy Is Indicated by high unemployment 
rates. As of 1986, more than 1,000 rural counties had annual 
average unemployment rates of 9 percent or higher. High 
unemployment rates are concentrated In the manufacturing 
counties of the South and East, and the mining and energy 
counties of Appalachian the Gulf Coast, and scattered areas of 
the Northwest. Measured unemployment Is lower In agricultural 
areas, but for technical reasons unemployment rates are not a 
good measure of economic stress for these areas. 



Reduced Nonmetro Population Growth 

o Slowed nonmetropolltan population growth In the 1980 9 s seems to 
signal a return to the generalized rural decline of the 1950' s 
and 1960 9 s. In 1985-86, nonmetro areas lost 632,000 persons to 
metro areas due to outmlgratlon. This Is a larger out movement 



than the annual average of either the 1950's or 1960's, and a 
dramatic turnaround from the 1970 f s, when nonmetro areas had an 
annual net migration gain of over 350,000 persons. 

o Almost half of all nonmetio counties (1,160) lost population 
during 1983-85, nearly three times the number (460) that lost 
population during the 1970' s. Population decline and 
outmigration are concentrated in the Plains and Western Corn 
Belt, but have recently spread to the Lower Great Lakes and 
parts of the South. 

o Slow rural population growth and net outmigration are responses 
to a shift in the relative performance of rural economies, but 
they do not necessarily indicate that the remaining population 
is impoverished or that communities lack essential services and 
facilities. While these outcomes may be the result in some 
areas, in other areas the persons left behind may have Improved 
Income and wealth positions and the communities may have an 
oversupply, rather than a lack, of public facilities. 

Underdeveloped Rural Human Resources 

o Throughout the century, a disproportionate share of the 
Nation's poor have resided in rural areas. In 1985, the 
poverty rate of the nonmetro population was 18.3 percent 
compared with 12.7 percent of the metro population. The metro 
poverty rate has been falling during the recovery from the 
recession of the early 1980's, but the nonmetro rate has not. 

o The characteristics of the nonmetro poor differ from those of 
the metro poor. The nonmetro poor are more likely to be 
elderly, white, and living in the South. Work effort is much 
higher in poor nonmetro families. Over two-thirds of poor 
nonmetro families had at least one worker and one-fourth had 
two or more workers. As a result, the structure and 
performance of rural labor markets have an Important Impact on 
rural poverty. 

o Nonmetro persons continue to lag behind metro persons in years 
of formal education. The gap in high school completion has 
persisted at about 10 percentage points since 1960, and the gap 
in college completion has actually Increased since that time. 
Residential differences in educational attainment are even more 
marked for racial minorities. Low educational attainment and 
illiteracy are especially high in the South. School dropout 
rates are also high, and expenditures for public schooling are 
relatively low in the region, suggesting that little progress 
is currently being made in reducing educational disadvantage. 
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These conditions do not characterize all rural communities, because 
rural America is very diverse. Accordingly, generalizations 
frequently mask important differences among local areas. For example, 
while nonmetropolitan areas as a whole experienced outmigration during 
the 1980 v s, retirement/recreation areas have continued to grow 
rapidly. And while the overall industrial composition of the rural 
economy is quite similar to that of urban America, the economies of 
individual local areas tend to be specialized. About 700 of the 2,400 
nonmetro counties specialize in agriculture, nearly 700 more are 
principally dependent on manufacturing, and about 200 depend heavily 
on mining and energy extraction. Relatively poor performance in these 
three sectors has been the principal cause of rural economic stress in 
the 1980's. Since these industries tend to be regionally 
concentrated, targeted State and multi-community development 
strategies are more appropriate than a uniform national rural 
development approach. 

Elements Of A Rural* Policy 

Macro Policy - The rural economy is now an integral part of the 
national and global economy. Overall, rural employment is slightly 
more sensitive to changes in macro policies than is urban employment. 
These differences are particularly pronounced in the nonmetro 
Northeast and South, because of the relatively greater importance of 
manufacturing in these regions. The period from 1980-85 illustrates 
the fact that monetary and fiscal policy also play an important role 
in determining the competitive position of U.S. industry. Tax 
policies also influence rates of saving, investment, and capital 
formation, with potentially significant effects on overall employment 
growth and its composition. Rural areas have a major stake in macro 
policies that promote rapid rates of real economic growth. Such 
policies are likely to reduce economic stress accompanying structural 
adjustment in rural are?s. 

Sectoral Policy - Sectoral policy regulates the performance of 
individual industries or focuses on redressing industrial decline. It 
includes tax, regulatory, and direct investment programs targeted to 
specific industries. These programs are seen as a strategy to restore 
America's competitive position. Because current rural stress results 
primarily from adjustments in agriculture, mining and energy, and 
manufacturing, sector-specific economic policies are an option to 
consider. At the same time, such policies have the potential to 
become primarily protectionist, thus inhibiting needed adaptation and 
change in rural economies. 

Territorial Policy - National rural development policy has usually 
focused on strategies to ameliorate differentials in levels of 
economic activity, growth, and rates of return between rural and urban 
areas. Federal programs specifically aimed at rural economic 
development have devoted .he majority of their funds to public 
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infrastructure, attempting to increase local comparative advantage and 
encourage local job creation. Current widespread rural stress results 
from a complex set of economy-wide and international factors, which 
may significantly reduce the efficiency and feasibility of such 
place-specific policy* 

Human Resource Policy - Rural educational attainment continues to be 
lower than urban, with the South exhibiting particularly serious rural 
educational disadvantage. Human resource problems have Impacts on 
both rural and urban labor market performance, because many of our 
rural youth will spend their working lives in urban areas. Industrial 
and occupational restructuring now occurring in the rural economy are 
displacing many rural workers, putting a premium on their learning new 
or expanded job skills. Human resource policies to prepare people to 
enter the labor force, to equip them for occupational changes, and to 
enhance their opportunities to be reemployed if they are displaced, 
are central to successful amelioration of rural economic stress. 

Policy Choices 

Our analysis of rural conditions and the economic forces at work leads 
to several observations about alternatives for future rural policy 
that may better Inform the policy choices that are made. 

o The economic adjustments now creating stress in rural areas present 
a dilemma for territorial strategies. Promoting growth where people 
currently live and in occupations or industries in which they now 
work is the least disruptive to existing community and family 
structures, and is the most politically attractive. But current 
rural economic adjustments appear to result largely from real 
competitive disadvantages, not failures of information or capital 
markets, or from generally inadequate rural infrastructure. Thus, 
rural policy that provides public subsidies for development in-place 
often traps resources in inefficient businesses or locations. The 
overall regional and national economy is better served by policy 
that facilitates a smooth and rapid movement of capital and labor 
from weaker to stronger industries, and from less competitive to 
more competitive locations. 

o Policies that provide protection to industries that can be 

modernized and become more competitive have many advocates. There 
are, however, serious questions about how to identify specific 
industries or firms to assist, and it is difficult to end programs 
of protection once they are begun. Longrun prosperity for rural 
areas cannot be achieved by subsidizing certain sectors or firms to 
protect them from a highly competitive world economy. Such 
subsidies are costly. They stifle creativity and new enterprise 
development. They may not even stem near-term Job losses because 
their success often depends on adoption of labor-saving 
technologies. Ultimately, they only postpone inevitable structural 
adjustments. 
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o The future course of farm employment is almost certainly one of 
decline. There is no near-term prospect of employment recovery in 
mining and energy industries, and future job gains in rural 
manufacturing seem unlikely to provide the Impetus for rural growth 
that they did in the 1960 f s and early 1970 f s. Thus, rural economic 
development policy too closely tied to revival of these sectors is 
unlikely to succeed. In particular the declining significance of 
agriculture as an employer of rural workers and as a source of rural 
Income has made farm policy ineffective as a strategy to Improve 
general rural well-being. The Interests of the agriculture sector 
and the territorial needs of rural areas would be better served by 
separate policies that have distinct objectives. 

o Externalities, i.e., mismatches between who benefits and who pays 
for certain activities, are often used as an economic rationale for 
public policy intervention. For national rural development policy, 
the strongest case for the existence of externalities can be made 
for education and training programs. Many rural communities 
undergoing structural change will be unable to capture the benefits 
of higher spending on Improved basic education or occupational and 
skill training and retraining, because graduates of these programs 
will often leave the community to find better labor market and 
entrepreneurial opportunities. States may face a similar problem in 
capturing the benefits of human resource investments. Thus, Federal 
programs to Improve the human capital endowments of rural youth and 
the rural workforce (including workers dislocated in the current 
industrial restructuring) are the only way to overcome chronic 
underinvestment in rural human resources. They also have a major 
Impact on overall economic performance of the Nation, not just on 
successful rural development. 

o Diversity among rural communities makes the task of designing a 
national rural development policy mere difficult. Some rural areas 
may need assistance, others do not, and the kind of assistance 
likely to be needed varies from State-to-State, and 
community-to-community. This situation enhances the role of States 
in developing and delivering rural programs. States may be able to 
promote collaboration among nearby rural communities, helping each 
one to identify a specialized role to play as a "neighborhood" in 
their rural region. Regional rural approaches might make possible 
some economies of greater scale, and the attractiveness of larger 
and more varied labor markets, thus enhancing the range of feasible 
development options. 

o Rural communities and rural people must shoulder the major 

responsibility for identifying opportunities for local economic 
development and mobilizing resources to deal with structural change. 
Local efforts will not assure the growth of every rural community, 




and collectively they will fall short of generating enough rural 
jobs for all our current rural residents. Still, to stem the 
outflow of rural incomes to urban areas, and overseas, rural 
consumers can sometimes be offered more goods and services produced 
locally. New business startups show considerable potential to 
improve the performance of many tU rai economies and generate new job 
opportunities. Rural businesses can overcome cost disadvantages due 
to remote location by producing specialized goods and services that 
fill market niches. Public policy that facilitates new rural 
enterprise creation, by reducing information and transactions costs 
for private providers of venture capital, can assist in assuring the 
availability of financing for rural development. The availability 
of other services to local entrepreneurs, e.g., management, 
accounting, and marketing services, can also enhance the success 
rate of small business startups. 

National and international markets set overall constraints, but the 
success of individual local rural economies still depends 
importantly on the entrepreneurial decisions of individual firms. 
The community environment in which these decisions are made is 
important. Many rural communities lack the organized institutional 
and leadership base that could enable them to identify and pursue 
local economic development opportunities aggressively. Public 
policy that builds the capacity of local Institutions to 
realistically assess their comparative economic advantage, Identify 
competitive opportunities, and marshall the public and private 
resources to exploit these opportunities can make a difference to 
the future development of rural communities. 

There are numerous physical infrastructure problems in rural areas 
that are real constraints to future growth, but probably not the 
infrastructure problems that were the major targets of past~Federal 
economic development programs. Those targeted programs looked most 
often toward the growth of goods-producing industry as the way to 
achieve economic development, and that does not appear to be a 
likely scenario for most rural communities In the next several 
years. A more Important const alnt to future rural job creation Is 
likely to be the Inadequacy of rural Information and communications 
Infrastructure to support service sector growth. 

Many of the site-specific infrastructure Investments that rural 
communities want to undertake (e.g. Industrial site development) 
have very limited spatial effects and require modest levels of 
funding. Given other competing national priorities, a lack of 
evidence of a shortage of funds for such projects, and political 
consensus on shifting the responsibility to State and local 
governments in our Federal system, there is little reason for a 
major Federal role in funding these projects. Most of the projects' 
benefits will be captured locally and users might well be charged 
fees to recover most of the costs. 
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Ultimately, the choice of national rural development policy Is political* a 
balancing of the Interests of groups whose future opportunities are being 
affected by widespread stress and structural change in the rural economy* 
Given the diversity of rural conditions and Interests, much of the 
responsibility for devising program strategies to deal with rural stress 
will fall to Sf.te governments, and successful implementation of programs 
will depend on the leadership of rural communities* There are, however, 
significant externalities resulting frore rural structural change that 
provide the economic rationale for a Federal role* That tole Includes 
creating a macro environment conducive to economic growth, facilitating 
multi-state or multi-community approaches to solving rural problems, and 
assuring adequate levels of investment in rural human resources* The 
Federal Government also has a comparative advantage in providing 
Information and conducting analyses of broad national and rural economic 
change that help to shape policy. 

Some will arg ^ for a broader Federal role based on their perceptions of 
inequity resulting from the rural stress of structural change. Tlere are 
human costs associated with geographic and c cupational mobility, Just as 
there are economic (and budget) costs associated with policies to slow the 
process of change. Historically, the performance of the U.S. economy has 
been enhanced by its ability Uo adapt to changing technologies and 
marketplace conditions. There appears to be little disagreement that 
future adaptation will be required, and that overall, public policy should 
be designed to facilitate that process. There is, however, considerable 
debate about the rate at wW * structural change should proceed, and the 
role of public policy in easing the adjustment burden for displaced people 
and impacted communities. 
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CHAPrER 1 



RURAL CHANGE AND THE RURAL ECONOMIC POLICY AGENDA FOR THE 1980'S 
David L. Brown and Kenneth L. Deavers 



Abstract , Rural America has different problems and opportunities in the 
1980's than in previous decades. These differences are relevant to 
public policy concerning rural economic development. The primary rural 
issue has moved from revitalization in the 1970's to economic dislocation 
and stress in the 1980* s. The economic, social, and demographic 
diversity among rural areas indicates that programs tailored to 
particular types of rural economies may be more effective than more 
generalized programs. 

The rural economic policy agenda changes over time in response to changing 
economic, social and demographic conditions .J7 Thirty years ago, agriculture 
dominated the social and economic well-being of most of the rural population. 
In 1950, 23 million Americans, 15 percent of the Nation's population, lived on 
farms. In rural areas, 4 of every 10 persons lived on a farm, and almost a 
third of the Nation's nonmetropolitan work force was engaged directly in 
agriculture O, 24) -.2/ Hence technological and organization^, changes in 
agriculture, and public policy relating to agriculture, were dominant forces 
shaping rural life both on the farm and in rural communities. 

Rural America in the 1950 f s was characterized by economic disadvantage and 
widespread poverty, although, as Michael Harrington observed in The Other 
America, rural poverty was often concealed by a facade of pastoral beauty 00. 
As a consequence, the major engagements ;.n the War on Poverty were fought In 
the cities. Rural poverty was relatively neglected (4). This neglect * \* 
formally addressed in 1967 by President Johnson with the creation of a National 
Advisory Coimnission on Rural Poverty. The Commission's final report, The 
People Left Behind concluded that, "rural poverty is so acute as to be a 
national disgrace." 

With this background in mind, this first chapter identifies what is different 
in rural America in the 1980's compared with the I970 f s, and suggests 
implications of these new trends for rural economic policy. Measures of the 
socioeconomic conditions of rural areas are important in assessing the need for 
continued public programs to assist rural areas, while information on 
rural-urban differences helps justify separate (or separately administered) 
rural and urban policies (£). The diversity of conditions among rural areas 
themselves provides a rationale for multi-dimensional policies that target 
assistance to areas of greatest need and/or opportunity. 

David Brown is Associate Director and Kenneth Deavers is Director, 
Agriculture and Rural Economy Division, ERS. 

1/ The terms and rural and nonmetropolitan (nonmetro) are used 
interchangeably in this paper, except when citing data. 

2/ Underscored numbers in parentheses refer to sources listed in the 
reTerences section at the end of the chapter. 
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New Forces Shaping U.S. Rural Policy 



Regardless of one's perspective, whether it be economic, social, or 
demographic, present day rural America bears littie resemblance to the 1950's. 
Population size, growth, and composition; the industrial and occupational 
structure of the rural economy; the general level of living and socioeconomic 
well-being; and perhaps most important of all the linkages binding nonmetro and 
metro economies and communities together have all changed significantly. 

Socioeconomic conditions in rural America have generally improved compared with 
three decades ago, and rural-urban differences, while still present and 
important, have diminished greatly. Rural America, once an adjunct to the 
mainstream of American life, is now closely integrated with national events. 
However, given this general appraisal, rural economic conditions have worsened 
significantly since 1980. 

If rural revitalization was the theme of the 1970's, economic stress is the 
overriding nonmetro issue of the 1980's. This stress is associated with both 
cyclical trends, such as a slow recovery from the 1979-82 recession, and with 
basic changes in the structure of the nonmetro economy including very slow 
growth in manufacturing employment because of greater import competition and 
enhanced labor productivity due to technological change. These cyclical and 
structural changes affect, and are affected by, the human resource base of 
rural economies. Moreover, all of these trends and changes are taking place 
within the context of changes in the Federal system of government, and these 
organizational changes affect governments' response to the changed social and 
economic context. 



Cyclical Trends 

Prior to the 1970's, the nonmetro unemployment rate was lower than the metro 
rate remaining below the metro rate throughout recession and recovery. The 
most recent recession represents a significant break with that pattern. The 
nonmetro unemployment rate rose more rapidly than the metro rate, peaked at a 
higher level, and has remained above the metro rate throughout the 1980's 
(table 1— see tables at end of chapter). Employment in timber industries fell 
as new housing starts declined. Many rural manufacturing plants were linked to 
the struggling auto and steel industries. And mining and other energy 
extractive industries once again suffered a severe contraction. The textile, 
clothing and leather goods industries, which are concentrated in nonmetro 
areas, also suffered from enhanced import competition during this period. In 
addition, nonmetro areas were more heavily affected by involuntarily shortened 
work weeks, and a higher percentage of nonmetro workers became discouraged from 
looking for work than was true of metro workers. Both of these factors 
contribute to a greater underestimation of the unemployment rate in nonmetro 
than in metro areas, as shown by the adjusted rates in table 1. 

Rural areas have recovered from the recession more slowly than metro areas. In 
fact, the data in table 1 show that the nonmetro unemployment rate actually 
increased between 1984 and 1985 while the metro rate declined. As of 1985, the 
official nonmetro unemployment rate remained 1.5 percentage points above the 
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metro rate and the difference in adjusted rates was 3 percentage points. Most 
of this difference is explained by the poor performance of the nonmetro 
manufacturing sector which lost 450,000 jobs in the recession and regained only 
about 20,000 jobs between 1982 and 1983 during the beginning of the recovery. 
Improved performance of this sector seems to be the key to future development 
for many individual areas. However, the issue may be more complex—requiring 
either a transition to a post-industrial, service-producing economy, or success 
in capturing a different mix of manufacturing activities than fueled the rural 
growth of that sector in the 1960's and 1970's. 

The unemployment rate seriously underestimates tne extent of economic hardship 
in local labor markets, urban or rural. There is widespread agreement that 
accurate documentation of local labor market performance requires measures of 
underemployment. Clogg and others have developed a labor utilization framework 
(LUF) to account for underemployment (5) > and Lichter has used this framework 
to evaluate relative economic hardship between metropolitan and nonmetropolitan 
areas (14). Lichter demonstrated that in 1982, 25 percent of nonmetro workers 
age 18-64 were underemployed compared with an unemployment rate of about 10 
percent. Metropolitan areas had a similar unemployment rate (9.5 percent), but 
only 21 percent underemployment .3/ Thus, the unemployment rate captured about 
40 percent of employment-related"hardship in nonmetro areas compared with about 
45 percent of the hardship in metro areas. Nonmetro workers were considerably 
more likely than metro workers to be at jobs that provided marginal earnings or 
to be working part-time when they preferred full-time work. Nonmetro workers 
were slightly more likely to be discouraged from looking for work. 

Structural Changes In The Rural Economy 

Industrial Transformation of the Rural Economy 4/ 

The industrial transformation of U.S. (and rural) employment has included a 
shift from predominatly agricultural to predominatly nonagricultural employment 
followed by a change in the mix of nonagricultural jobs from goods production 
to much greater emphasis on services. Bogue identified 1880 as the crossover 
point for the first major transformation (3). In that census year, 
nonagricultural workers first outnumbered agricultural workers. The second 
transformation began in the 1960's when manufacturing's share of 
nonagricultural employment first dropped below a third and the share accounted 
for by services (including government) began to rise. 

This transformation continues today. During the 1960 f s and 1970 f s nonmetro 
areas comneted successfully with metro areas in attracting or creating new job 
opportunities in manufacturing. In fact, the share of all U.S. wage and salary 
manufacturing employment in nonmetro areas lose from 19 percent in 1969 to 22 

3/ The LUF includes five additional elements: discouraged workers, 
underemployed workers conventionally defined, involuntarily part-time workers, 
workers unemployed by low income, and workers whose jobs do not match their 
preparation. 

4/ David McGranahan's comments regarding the occupational aspects of 
industrial change are acknowledged. 
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n^-! n Ji ln , l984 , ( " ) - R ° Ug J ly 40 petCent 0f n °™*et™ citizens live in counties 
primarily dependent on manufacturing for employment (2). This dependency 
represents a significant structural transformation of rural America. In the 
rural South particularly, the growth of manufacturing jobs helped many rural 
households rise from poverty. At the same time, the growing rural 
manufacturing base has had a disproportionate representation of low-wage 
labor-intensive industry. Again, the South is a case in point because apparel , 
textile, wood products, leather goods, shoes, and a few other low-wage 
f SI?* - accounted for 40 percent of total nonmetro manufacturing employment 
in 1983, compared with only 19 percent for the United States as a whole. 

The U.S. goods-producing sector has experienced significant job losses as part 
of the current structural realignment. In many areas, U.S. wage gains appear 
to have substantially outstripped productivity gains, leaving the country 
vulnerable to foreign competition. Nonmetro areas, because of the types of 
products manufactured there, appear to be bearing a disproportionate share of 
the shorter term structural adjustments in manufacturing. And competitive 
problems have been aggravated by the high value of the dollar. Although the 
dollar has declined against the Japanese Yen and some European currencies it 
-remains high against the currencies of several nations that recently became 
direct competitors with noametro manufacturers. Moreover, the introduction of 
productivity-enhancing technology has exacerbated the situation by further 
limiting employment growth in goods-producing industries. 

Rural specialization in production activities has limited employment 
opportunities for rural workers in the first half of the 198u»s. Metro 
employment grew more than three times as fast (10 percent) as nonmetro 
employment (3 percent) during 1970-85. Slow employment growth has meant that 
nonmetro areas had more difficulty absorbing new entrants to the work force, 
and many manufacturing and mining workers who lost their jobs were not able to 
find alternative employment. Within goods-producing industrial sectors 
nonmetro workers are more likely to have blue collar jobs and less likely to 
have white collar jobs than metro workers. It is precisely these blue collar 
jobs that are being lost in the American economy. Between 1979 and 1985, white 
collar manufacturing employment rose 10 percent and blue collar manufacturing 
declined 15 percent which resulted in an overall job loss in manufacturing of 6 
percent • ° 

In addition to the adjustment problems already discussed, the rural economy is 
sharing fundamental industrial restructuring with the rest of America. Service 
industries now employ many more rural workers than goods-producing industries, 
snd most of the job growth in rural areas since the late 1960's has been in the 
service sector. The trend appears to have accelerated since 1969. Of all new 
nonfarm wage and salary jobs created in rural areas, 83 percent have been in 
the service sector. Since 1979 more jobs have been created in services than 
have been lost in manufacturing and resource-based industries (22) (table 2). 
The Bureau of Labor Statistics has projected that 90 percent ofThe 16 million 
new jobs expected in the United States between 1984 and 1995 will be in the 
service producing sector (_17). Business, personal, and medical services are 
expected to account for over half of the new jobs. The business services 
sector is expected to add the largest number of new jobs because of the 
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increasing trend among firms toward contracting out some services and because 
of the growth in demand for computer software and other modern business 
services. 

Because many service sector jobs are often low-wage jobs, some observers have 
suggested that this will lead to a "bipolarization" of the work force— that is, 
the disappearance of many high-paid industrial jobs and their replacement by 
low-paid service jobs will lead to a decline in the industrially supported 
middle-income class. Available evidence does not support that prediction, 
principally because jobs in high-wage manufacturing have been lost much more 
slowly than in low-wage manufactvring. Thus, many of the newly created service 
jobs are at wage levels equal to or above thoss being lost in the 
goods-producing sector. This leads to a net improvement in the income 
prospects for many workers. 

For nonmetro areas, industrial restructuring poses some serious challenges. 
First, rural manufacturing employment is heavily concentrated in low-wage 
industries and, within these industries, in blue collar occupations. Thus, 
rapid job losses in low-wage manufacturing are likely to have a 
disproportionately negative effect on nonmetro areas. Second, rural areas do 
not appear to be attracting a large share of the "high tech winners" among new 
service jobs. And third, particular industrial activities are concentrated by 
region. For example, nonmetro manufacturing is heavily concentrated in the 
South and East (fig. 1 — see figures at end of chapter). This means that a 
geographically concentrated group of nonmetro areas may experience structural 
employment problems at the same time. This situation is similar to the current 
regional concentration of financial stress in the farm sector. 

Farm Financial Stress — on the Farm and Past the Farm Gate 

In the mid-1980 1 s no discussion of rural economic Issues would be credible that 
did not recognize the serious financial stress being experienced by a 
significant component of U.S. agriculture. Economic Research Service (ERS) 
data for December 1985 showed some 10-12 percent of U.S. farm operators, who 
owed 37 percent of farm operator debt, to be in serious financial difficulty as 
measured by a debt/asset ratio greater than 0.4 and negative net cash flow 
(table 3)(23). Hany of these farmers are commercial scale operators who are 
unlikely to be able to restructure their businesses successfully, and thus will 
be forced from farming. Given the geographical concentration of these farms, 
many rural communities in the Northern Great Plains and Western Corn Belt 
regions are already experiencing farm-related development problems. 

Research on farm-dependent counties, which identifies about 700 nonmetro 
counties that depend on farming for at least 20 percent of total labor and 
proprietors 1 income, indicates how difficult the adjustment problems may be for 
many rural conmiunities (fig. 2) (2). Table 4 shows farm-dependent areas to be 
relatively small in population, sparsely settled, remote from urban 
opportunities, and with little other local economic activity. Because many of 
these counties are clustered together, farmers forced to leave farming may have 
to move (or comnute) considerable distances to find alternative employment. 
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0£ course, the current adjustment follows nearly 30 years of continuous farm 
consolidation and population loss for many of the affected areas. The problem 
Is not new, but It represents a dramatic departure from what happened In the 
1970*8 (13). Farmers who leave farming for economic reasons In the 80 f s have 
different characteristics than those who left In the past. They tend to be 
young, relatively well educated, and they operated commercial -scale farms. 
Past displacements were concentrated among tenant farmers (many of whom were 
black, poorly educated, and who generally had little or no managerial 
responsibilities for their farms), and smaller scale commercial operators. 

Another aspect of current farm stress Is that the causes are primarily outside 
of agriculture, and difficult to address with traditional farm policy 
Instruments. High real Interest rates, an overvalued dollar, and the current 
period of disinflation following Immediately on the heels of a period of rapid 
Inflation are all Important contributors to farm financial stress. These 
factors are simply Indications of how dependent the overall health of U.S. 
agriculture Is on macro- and International economic forces. 

The Implications of financial stress for farm-related households and 
communities are not as well understood as Implications for the overall 
performance of the farm sector. However, recent research Indicates that farm 
financial stress has far-reaching effects throughout farm-dependent 
communities. In a study conducted for the U.S. Senate Committee on 
Governmental Affairs, Stlnson documented that lower farm prices and reduced 
land values have resulted In reduced local government revenues (20). As a 
consequence, some farming areas face reductions In essential public services. 
Other research has shown that farm financial stress Is associated with the 
recent surge In rural and agricultural bank failures. Although most failed 
banks eventually reopen under new management, bank failures can hurt local 
credit availability throughout the community (10). 

Human Resources Issues 
Changing Dimensions of Rural Poverty 

A disproportionate share of the Nation's poor have resided In rural areas 
throughout this century. The lastest data available from the Census Bureau, 
the Current Population Survey, and other sources all indicfrte that this 
situation persists today. In 1985, the nonmetro poverty rate was 18.3 percent 
compared with a 12.7 percent metro rate (fig. 3). Even when In-kind transfers 
are Included with other Income, 13.2 percent of nonmetro people failed to have 
enough Income to meet minimal basic needs— the official definition of poverty. 
In metro areas the comparable figure was 9.3 percent .5/ While poverty rates 
declined during the mid-1970 f s, both metro and nonmetro rates have risen since 
the 1979-82 recession and were substantially higher in 1985 than a decade 
before (7). 

Not only is poverty more prevalent in nonmetro areas, but the characteristics 
of the nonmetro poor also differ from those of poor persons in metro areas. 
The nonmetro poor are more likely to be elderly, white, and to live in the 

5/ These figures ar2 for 1983, the latest date for which data on in-kind 
transfers are available. 
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South than is true of the metro poor* Labor force attachment is ouch higher in 
poor nonmetro families* Over two-thirds of the nonmetro poor families had at 
least one worker in 1985, and over one-fourth had at least two workers* In 
metro areas only 58 percent of poor families had even one worker* 

The composition of poverty has changed during the last decade* Some pf these 
compositional changes serve to further differentiate the nonmetro and metro 
poor, but most changes hcve affected metro and nonmetro areas alike (table 5)* 
Changes in the age and family cor position, and regional location of poverty are 
especially notable (18). Since 1973, the poverty rate among older persons has 
declined from 16 to 14 percent, while the rate for youths increased from 14 to 
22 percent* This reversal was experienced in both metro and nonmetro areas; in 
nonmetro areas poverty among older persons fell from 23 percent to 18 percent, 
and the rate for youths rose from 17 to 24 percent* The improved income 
position of older persons is due to the initiation of the Supplemental Security 
Income program which established a nationally uniform minimum benefit level for 
needy elderly, disabled, and blind people and the indexing of Social Security 
for inflation beginning in 1974* 

The overall economic improvement of elderly persons masks important differences 
among subgroups of the aged population* The elderly as a group have gained in 
average Income because new cohorts entering the older age groups are more 
affluent than their predecessors* The cash income of the older elderly, in 
contrast, has declined* The oldest of the elderly population (those 80 and 
over) are disproportionately located in nonmetro areas, and the nonmetro 
elderly have only three-fourth the income of metro elderly* So the income 
position of the rural elderly continues to be an important issue* 

The diminished economic position of children is related to changes in household 
and family structure, and especially the increase in families maintained by 
women with no spouse present* The greatest share of the Nation's poor (45 
percent) live in married couple families, but over a third live in 
female-headed single-parent units* The poverty rate among these households is 
substantially higher than for other family types* This is true in both metro 
and nonmetro areas, but more pronounced in nonmetro areas where the poverty 
rate is 43 percent for female-maintained families compared with 13 percent for 
other family households* Furthermore, 58 percent of nonmetro children living 
in female-headed families are poor compared with 18 percent of children living 
in other family types* The child poverty rate has increased for all residence 
and family types since 1973* 

Rural poverty continues to be concentrated in the South, but the proportion of 
the nonmetro poor living in this region has declined from 60 percent in 1973 to 
about 50 percent in 1985 (J). This regional shift results from improved 
conditions in the rural South and from a deterioration of economic conditions 
in other regions* During the past decade there have been major economic 
downturns in agriculture, energy, and mining industries (a disproportionate 
number of wtiich are located in the Northwest and Midwest), and in rural 
manufacturing which has been subjected to increased international competition. 
Rural manufacturing, as indicated in figure 1, is primarily located in the 
South and Midwest (2)* 
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Reduced Nonmetro Population Growth and Migration 



The relative rates of metro and nonmetro population growth and oet migration 
reversed from their traditional pattern of Increasing urbanization to favor 
nonmetro areas during the 1970' s. The "population growth turnaround" was one 
of the most surprising and significant demographic events of the decade. For 
the decade as a whole, the nonmetro population grew by 13.5 per 1>000 per year 
compared with 10.1 per 1,000 per year for metro areas (table 6)- The 
pervasiveness of the turnaround can be judged by the fact that the rate of 
nonmetro population growth Increased In all four census region*. and the 
nonmetro rate exceeded that of metro areas in all regions but the South. 
Moreover, nonmetro growth Increased in areas separated from direct metropolitan 
contact as well as in counties adjacent to metro areas. And stf* ller areas grew 
more rapidly than larger areas, indicating decentralization among rural areas 
themselves. Research' conducted during the 1970*8 clearly indicated that both 
economic and noneconomlc factors were responsible for the nonmetro population 
revival (8). An increasingly diversified and revitalized nonmetro economy, 
community modernization, and deeply held preferences for rural l lv *ng all 
figured in the migration reversal. 

Nonmetropolitan growth began to slow by the end of the 1970 f s QS) 9 Post-1980 
county population estimates indicate that uonmetro areas are no* growing at a 
lower rate than metro areas. The data indicate that the nonmetro annual growth 
rate declined from 13.5 per 1,000 during the 1970*s to 7.4 per l * 000 in 
1980-85. In contrast, the metro rate rose slightly from a little over 10 per 
1,000 in the 1970* s to 11.5 per 1,000 during 1980-85. Although nonmetro growth 
slackened during the late 1970*8 and early 1980 f s there was no * et Emigration 
until 1982-83. However, current data show a nonmetro net migration loss to 
metropolitan areas of aboijt 632,000 persons between 1985 and 19& 6 (table 7). 
Accordingly, reduced nonmetro growth of the 1980*8 may signal a return to the 
generalized decline of previous decades. Almost half of all noO^etro counties 
(1,160) lost population during 1983-85, compared with 460 that l° 8t Population 
in the 1970's. During the 1960*8, 1,300 lost population. Nonmetro population 
decline is still concentrated in the Plains and Western Corn Bel t » b «t has also 
spread to the Lower Great Lakes and to parts of the South (Appal achla » Delta, 
Texas Plains) during 1980-85 (fig. 4). However, the rates of decline 
experienced by these areas are significantly les3 than in the l960*s. Thus, 
the mosw recent nonmetro losses are equivalent to the average annual losses in 
the 1950*8, higher than those of the 1960 *s, and a significant departure from 
Lhe growth of the 1970*8. 

The return to slower nonmetro growth poses Important questions about future 
rural economic progress and community viability. A coherent e mP lrlca l 
explanation of the diminished growth, one that investigates the effects of both 
economic and noneconomlc factors, has yet to be developed. Redded growth is 
surely associated with the economic problems discussed above — delayed 
recovery from the 1979-82 recession, financial stress in agriculture and its 
linked industries , the slow growth or decline of rural manufacturing and 
natural resource-based industries, and possibly a diminished app eal of rural 
areas as residential locations. A better understanding of the relative 
importance of these and other factors would contribute to more informed public 
policy. 
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Changes in Population Composition 



Decisionmakers are Increasingly recognizing that Information on demographic 
composition In addition to that on population size and change Is essential for 
carrying out their responsibilities and planning for the future . Age 
composition, household structure, and educational attainment have particular 
relevance to rural economic development. 

Age Composition : 

The median age of the U.S. population Is projected to be 32 years In 1987, a 
decade older than In 1880. This Increase was brought about by a diminished 
proportion of children and an Increasing proportion of elderly persons. Youths 
and Infants accounted for 44 percent of the Nation's population in 1880, and 
elderly persons only accounted for about 3 percent. By 1987, the Infant and 
youth population had declined to less than 30 percent, and over 1 in 10 
Americans is age 65 and older. 

Rural areas have traditionally had a higher proportion of children, relatively 
fewer younger adults and middle aged persons, and a larger proportion of the 
elderly. These residential differences have been accounted for by a higher 
level of fertility in rural areas, outmlgratlon of young adults, and both 
inmlgratlon of older persons and aging-in-place. These residential differences 
still persist, although both urban and rural areas have been similarly affected 
by major demographic events of the last quarter century. The decline in the 
population proportion under 15 years of age is pronounced in both metro and 
nonmetro areas (fig. 5), and is associated with the current prolonged period of 
low fertility. 

Nonetheless, the nonmetro population in 198 J still had a larger proportion of 
Infants and children than the metro population. In constrast, because of 
aging-in-place and net inmlgratlon of elderly persons from metro counties, the 
nonmetro population appears to have aged more than the metro. The working age 
population grew somewhat more rapidly in metro areas because the baby boom was 
more dramatic there and because metro areas are still gaining young labor force 
age migrants from the nonmetro population. 

Projections prepared by the Census Bureau indicate that the Nation's population 
will age substantially and there is every reason to expect this to take place 
in both urban and rural areas. In 2030, the proportion under age 65 will have 
virtually stopped growing while the number of persons 65 and older will 
Increase sharply beginning in 2010. This is because of movement through the 
age structure of the large cohorts born between 1946 and 1964. The aging of 
the baby boom generation will push the median age to about 41 years in 2030 
(compared with 32 in 1987). In that year, 21 percent of the population will be 
age 65 and above and 3 percent will be 85 or older. Relatively small changes 
in the sizes of younger age groups combined with substantial Increases in the 
elderly population will yield equal numbers of the very young and old (21). 
These changes will have broad implications for the need of and demand for 
goods, services, and economic opportunities, and they will affect patterns of 
consumption, life style, and social and political behavior. 
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Household Composition : 



Changes in household structure are critically important at the local community 
level. For example, since the family is the institutional unit in which 
childbearing is expected and condoned, a reduction in married couple households 
has important implications for childbearing (and age structure) and for goods 
and services (principally education) associated with children. An increased 
prevalence of single-parent, mostly female-maintained households with children 
implies that the need for public assistance to such householders and their 
children may be growing in an area. Day care, income maintenance, and special 
educational programs may be increasingly necessary. 

Data from the U.S. Census of Population demonstrate that rural areas continue 
to be characterized by more traditional family-type living arrangements (9). 
Rural areas continue to have a higher proportion of married couple households 
with minor children, a smaller proportion of single-parent families, and a much 
lower proportion of persons living alone. On the other hand, both rural and 
urban areas experienced similar changes in family living arrangements of 
households during the 1970 f s. And since some of the principal factors 
associated with rural-urban differences in family structure have moderated 
(fertility, age at marriage, conservative attitudes toward family and the role 
of women) residential differences in family structure may moderate as well. 
For the present, however, rural households continue to have a more traditional 
structure • 

Educational attainment : 

In discussions about rural economic development, nearly everyone has concluded 
that a high-quality work force is a critical asset. New entries to the work 
force must be properly prepared, current workers must maintain their skills and 
employability, and displaced workers must be provided with skills to facilitate 
their transition to new jobs. Educational attainment has increased 
substantially in both metro and nonmetro areas during recent years (fig. 6). 
The metro median increased from 11.1 to 12.6 years of schooling between 1960 
and 1980, and the nonmetro median increased from 9.3 to 12.3 years of 
schooling. 

However, the seeming convergence in these medians masks differences in 
attainment between the residence categories. Continuing and even growing 
residential differences in formal educational attainment are apparent when one 
focuses on completion of high school and college rather than on median years 
completed. The proportion of the population age 25 and over that completed 
high school has risen substantially since I960 in both metro and nonmetro 
areas, but the residence gap in this level o* educational attainment has 
persisted at about 10 percentage points. The percentage of the population age 
25 and over that completed college also increased in both metro and nonmetro 
areas since 1960, but the residence gap in college completion has actually 
increased. The proportion of the adult nonmetro population that has completed 
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college in 1980 is about the same as the metro percentage a decade before: 
about 1 in 10 persons. The persistence of the difference is partly 
attributable to nonmetro net outmigratlon of young adults with college degrees 
(even during the 1970 f s turnaround era). These residential differences are 
even more marked for racial minorities. 

Job upgrading and lifetime learning are new concepts for the economy, and they 
are not easily measured in conventional data sets. Accordingly, we do not know 
the extent to which workers continuously upgrade their skills to maintain 
employability in the rapidly changing economy. Many firms view upgrading as an 
externality, that is a cost or benefit that must be borne by society at large 
rather than the individual firm (12) . Accordingly, without some kind of 
government subsidy most firms will probably not provide adequate training for 
their workers to maintain their occupational levels during periods of rapid 
technological or organizational change. This is a critical issue for displaced 
workers and for those who maintain employment, but who are at risk of downward 
occupational and income mobility. 

Changes in the Federal System of Government 

During the 1960's and 1970* s State and Federal involvement in the affairs of 
local government grew. One measure of that growing involvement was the 
declining share of locally raised revenues as a share of total local spending. 
By 1977, intergovernmental transfers represented 43 percent of revenues of 
rural localities compared with 34 percent in 1962 (22). Many communities, 
while welcoming the inflow of Federal funds, chafed at the regulations that 
often accompanied grant-in-aid money, and decried the distortion of local 
priorities that resulted. The concerns of local government began to be 
recognized with the adoption of Federal Revenue Sharing and other block grant 
programs that significantly lessened Federal control of the use of funds. 
Simultaneously, there was a Federal move toward deregulation which aimed at 
letting the marketplace decide on resource allocation, prices, and services in 
transportation, finance, and communication. 

We arc now witnessing the reduction or withdrawal of Federal funding for many 
grant-in-aid programs, block grant programs, and even General Revenue Sharing. 
In part, this is a philisophical retrenchment by the Federal Government in the 
scope of its activities, but it is also a result of a perceived need to reduce 
Federal deficits while maintaining both a strong defense and most of the major 
individual entitlement programs that provide security for our citizens. This 
is a challenging environment for State and local governments which, in the face 
of taxpayer resistance, may not be able to replace Federal funds with locally 
raised revenue. It is uncertain what effect chis situation will have on local 
services, on the distribution of current costs and benefits among users and the 
broader community, or intergenerational transfers of wealth and income. 

The range of Federal actions affecting rural areas, and the policy latitude of 
State and local governments, have changed substantially. No longer is it 
appropriate to focus principally on levels and constraints of intergovernmental 



assistance such as grants-in-aid or revenue sharing. The increased integration 
of the rural and urban economies and the importance of international trade have 
increased the stake of rural areas in macroeconomic and trade policies. For 
example, the 1979 change in Federal Reserve policy coupled with the financial 
deregulation of the early I980 f s produced strong inflation and increased the 
trade value of the dollar, and real interest rates; all of which contributed to 
the current financial stress in agriculture. 

But the stake of rural areas in broad macro-level policies may be even more 
important outside of agriculture. Many more of our rural citizens depend for 
their livelihood on employment in manufacturing and ser/ices than on employment 
in agriculture. In fact, considerable progress in relieving poverty among 
rural people, especially in the South, has been the result of rural 
industrialisation that provided better incomes than those in agriculture, and 
created opportunities for paid employment for large numbers of rural women. It 
now appears that many jobs in low-wage rural manufacturing are vulnerable to 
structural change and foreign competition. Compared with the Federal 
Government, States and localities are severely limited in the policy responses 
they can make to deal with industrial restructuring and trade. And what they 
often do is neither cost beneficial to them, nor in the best interests of the 
national economy. 

General Directions for Rural Economic Policy 

This chapter has delineated major changes in the rural economic, social, and 
demographic situation in the 1980 v s. These shifts have dramatically altered 
the context for rural policy. If rural growth, symbolized by the nonmetro 
population and employment turnaround, was the theme of the 1970 f s, structural 
change and economic dislocation are the overriding nonmetro Issues of the 
I980 f s. Rural economic stress is primarily associated with a restructuring of 
the nonmetro economy, and an increased integration of the nonmetro economy with 
metro and global economies. Because nonmetro areas are closely tied to 
national and international economic forces, changes in macroeconomic policies, 
enhanced international competition and other global forces have major 
significance for the overall health of rural economies and especially for 
agriculture, manufacturing, and mining, which together constitute almost 40 
percent of rural employment. Accordingly, the rural stake in national economic 
policy must be considered. 

Rural America is extremely diverse, and broad generalizations mask many 
important differences among individual areas. In fact, in many ways the 
variation among rural areas is often as great as the differences between them 
and urban areas. Accordingly because local rural economies differ widely, 
programs tailored to particular types of rural economies may be more effective 
than more generalized programs. In recognition of the diverse economic 
structure of rural America the Economic Research Service has identified main 
types of rural economic bases to aid in policy analysis (2). 

The diversity of recent economic and demographic experience in several of these 
types of areas is presented in table 8. The data in this table show that 
nonmetro counties with economies heavily dependent on goods production 
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(agriculture, mining, manufacturing) have fared much more poorly than other 
nonmetro areas (or metro areas) since 1979. Only manufacturing-dependent 
counties had any employment growth at all, and their growth was much lower than 
In nonmetro areas as a whole. Both mining- and agricultural- dependent 
counties lost jobs. Similarly, all three goods-producing county types gained 
population at rates less than the nonmetro average, and high unemployment was 
extremely prevalent In mining and manufacturing counties. Unemployment was not 
high In agricultural counties, but this was partially because high rates of 
self employment In these counties negatively bias officially measured 
unemployment statistics. Economic dislocation and stress In nonmetro America 
is concentrated In areas that depend heavily on goods production for 
employment. Nonmetro areas without clear economic dependence on these types of 
activities, and especially those with retirement-recreation bases, are 
experiencing much less economic stress In the 1980' 8. 

The diversity of rural conditions and economic structures, and the 
restructuring of rural economies that Is now occurring requires that rural 
economic policy In the 1980*8 distinguish between Industrial and spatial 
concerns. Traditional "Industrial policies'* for rural America have focused on 
agriculture. Such an Industry-specific focus Is clearly out of line with rural 
economic realities of the 1980*8. Even farm financial problems are now 
difficult to address with traditional fcrm policy Instruments alone. The 
health of the farm sector depends Importantly on the Nation's monetary and 
fiscal policy. And since agriculture is only a component (albeit an Important 
one in many Instances) of the local rural economy and labor market, an 
exclusive policy focus on agriculture provides little direct assistance to most 
rural workers and communities. 

Even as policymakers recognize the rural stake in national policy, the 
concentration of adjustment problems in particular geographic areas suggests 
the need for State, local, and regional development strategies. It is 
important to remember that many rural problems are reglonwlde and not just 
community- jpeclflc. Agriculture, as a major source of household Income, is 
concentrated in the Northern Great Plains and Western Corn Belt; rural 
manufacturing is disproportionately located in the Midwest and Southeast. 
Mining and other extractive activities are conducted west of the Mississippi 
River and in Appalachla. All of these industries have experienced either very 
slow growth or significant job losses in the 1980* s. "Beggar thy neighbor" 
programs of smokestack (or silicon chip) chasing will not lead to net job 
growth in a region or an effective replacement of lost jobs. Regional or 
multi-community cooperative efforts would appear to have a better chance of 
success in responding to industrywide declines. Cooperation among different 
levels of government and with private Industry is also essential. The overall 
goal might be for regions to diversify their economic activities, to Increase 
their participation in the more service-oriented sectors of the economy, 
thereby decreasing their vulnerabllty to shifts in demand. 

Some local economies may be unable to adapt to the transformation from goods 
production, mining, or agriculture to greater dependence on services, and may 
decline permanently. Their functions in the rural economy of the future may 
become largely residential. Access to urban or other rural employment centers 
may be their only key to economic prosperity. 
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Tiro major dimensions of rural economic policy — human resource development and 
job generation (for new and displaced workers) — must be closely coordinated • 
Evidence suggests that the skills possessed by many displaced industrial 
workers, miners, and farmers are likely to be inappropriate for the new, 
largely service-based and information-dependent industries that will dominate 
the rural economy of the future, A mismatch between skills and opportunities 
will affect a large portion of the rural labor force. Development strategies 
need to consider the skills workers possess or are gaining, and the job 
requirements of existing and developing industries. It makes little sense to 
train people for jobs that do not exist in the local or regional economy, 
unless the goal is to enhance employablllty elsewhere and encourage commuting 
or residential mobility. On the other hand, creating new jobs in an area when 
indigeneous workers do not possess the required skills to fill them, does not 
directly benefit local workers unless training programs are envisioned. The 
likely result, without such efforts, is for the new jobs to be filled by 
workers from outside the local community. This is not necessarily bad sin * 
the purchasing power in trade and services of new workers may indirectly create 
employment opportunties for longer term residents. But the first round of 
mostly higher paying jobs will probably go the newcomers (16), 

Human resource development activities must be sensitive to the different needs 
of new generations entering the work force for the first time, the needs of 
current workers who desire co maintain employablllty and a modest standard of 
living, and dislocated workers making a transition to new jobs. 

The diversity of rural economic conditions indicates diverse paths to economic 
virility. Some areas will consolidate their economic development efforts 
around current activities; others will seek to transform and diversify their 
economies from goods-producing to a broader representation oi services; others 
will specialize in residential and consumer service a^.lvltles. Some areas 
will be successful in maintaining or expanding their levels of economic 
activity, Others will experience decline. Recognizing that rural areas are 
increasingly Interrelated with each r^her and with the Nacion as a whole, 
go-it-alone, community-specific economic development efforts appear to be 
increasingly inappropriate in tomorrow's rural America, 

To be relevant to current concerns, public policy must recognize that rural 
America has different problems and opportu.* .ties in the 190*8 than in previous 
decades. This changing economic context is not the only factor affecting the 
policy agenda, but it must be considered a major one. 
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Table 1 — Nonmetro and metro unemployment rates 1973-85 



(annual average unemployment rate percent) 



Year 


Nonmetro 




Metro 2/ 




Reported 


Adjusted 1/ 


Reported 


Adjusted 1/ 






Percent 






1985 


8.4 


13.0 


6.9 


9.9 


1984 


8.1 


12.2 


7.3 


10.4 


1983 


10.1 


14.9 


9.4 


13.1 


1 AAA 

1982 


10.1 


14.9 


9.5 


13.1 


1981 


7.9 


11.5 


7.5 


10.3 


1980 


7.3 


10.7 


7.0 


9.5 


1979 


5.7 


8.5 


5.8 


8.0 


1978 


5.8 


8.8 


6.1 


8.4 


1977 


6.6 


9.8 


7.3 


9.3 


1976 


7.0 


10.2 


8.0 


10.6 


1975 


8.0 


11.6 


8.7 


11.5 


1974 


5.1 


7.9 


5.8 


7.9 


1973 


4.4 


7.1 


5.1 


7.1 



1/ Unemployment rate adjusted to Include discouraged workers and half 
of the workers employed part-time for economic reasons. 

2/ Metro area delineation was updated In 1985 and Is not directly comparable 
with earlier years In data series. 



Source: Bureau of Census, Current Population Survey. 
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Table 2 — Industrial composition of nonf arm wage and salary employment by 
metro - nonmetro residence, 1969-84 



Industry Metro Nonmetro 





1969 


1977 


1984 


1969 


1977 


1984 


Agriculture 
Forestry, 
Fisheries 
Mining 


— 


1 
1 


Percent 

1 
1 


1 
2 


1 
3 


2 
3 


Construction 


5 


5 


5 


5 


6 


6 


Manufacturing 


25 


20 


17 


24 


22 


20 


Transportation and 
Public Utilities 


6 


5 


5 


5 


5 


5 


Trade 


21 


22 


22 


20 


21 


21 


Finance, real 
estate, insurance 


6 


7 


8 


3 


4 


5 


Services 


19 


22 


26 


18 


19 


21 


Federal Government 


7 


6 


5 


7 


5 


4 


State and local 
government 


11 


12 


11 


15 


15 


14 



- » less than 1 pet. 



Source: (22). 
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Table 3-^All farms, fa*— 


cash shortfalls, and proportions of debt by debt/asset ratios; January 1, 1986 


Category 


Debt/asset 


All farms with 
potential financial stress 


Farms with cash shortfalls in 
actual financial stress 


ratio 


FarmsjV 


Proportion of 
farm operator debt 


Farms 


Proportion of 
farm operator debt 






Nunfcer 


Percent 


Nmfcer 


Percent 


technically 
insolvent farms 


Over 1002 


61,000 
(3.9%) 


16.1 


40,000 
(2.6%) 


11.2 


Very highly 
leveraged farms 


70-100% 


72,000 
(4.6%) 


17.4 


37,000 
(2.4%) 


9.7 


Highly leveraged 
farms 


40-70% 


198,000 
(12.8%) 


32.9 


96,000 
C6.2%) 


16.3 


law leverage 
farms 


Under 40% 


1,22,000 
(78.7%) 


33.7 


519,000 
(33.5%) 


13.2 


Total 1 


N/A 


1,551,000 
(1U0.0%) 


100.0 


629,000 
(4.46%) 


50.4 



N/A « Not applicable. 

1/ The Farm Co6t and Returns Survey excludes 250,000 farms that do not have actual sales of $1,000 in the survey year, and 
undercounts by approximately 300,000 farms places that sold less than $20,000 of products. 

mi. 



9 

ERJC 



Table 4 — Farming-dependent counties: Selected characteristics 1/ 



All 

Unl t Fa rml ng nonme t r o 
counties countles2/ 



Counties, 1975-79 


Number 


702 


2,443 


Rural and not adjacent to an SMSA 


Percent 3/ 


46.0 


24.9 


Population change, 1970-80 


Percent^/ 


4.8 


14.6 


Per capita Income, 1979 


Do liars 4/ 


7,264 


6,980 


Farm Income, 197C 


Percent 5/ 


31.9 


14.6 


Services-producing Income, 1979 


Percent 5/ 


27.0 


28.9 


Mean population in 1980 


Number 


12.0 


26.0 



If Counties with a weighted annual average farm Income of 20 percent or more of 
weighted annual total labor and proprietor Income In 1975-79. 
2/ Independent cities are combined with adjacent counties. 
if Percentage of counties In group. 
4/ Unweighted county averages. 

5/ Percentage of total labor and proprietor Income, unweighted county averages. 



1-20 



Table 5— Selected characteristics of the poor by metro- nonaetro residence, 1973-83 1/ 

Item U.S. ~ Metro Nonnetro 
1973 1983 1973 1983 1973 1983 



Poverty rate for: Percent 



Total population 


ii i 

u.i 


15.2 


9.7 


13.8 


14.0 


18.3 


Children In households with female 














householders, no spouse present 


52.1 


55.4 


51.8 


54.5 


52.9 


58.0 


Blacks 


31.4 


35.7 


28.2 


33.4 


41.1 


43.3 


Aged 


16.3 


14.1 


12.7 


12.1 


22.5 


17.8 


Banners 


13.4 


23.7 


m 


m 


m 


NA 


srcentage of poor \Ao are: 














Children In households with female 














householders, no spouse present 


22.5 


19.0 


27.7 


22.1 


14.8 


14.8 


Whites 


65.9 


68.0 


61.4 


63.3 


72.6 


75.5 


Blades 


32.2 


28.0 


36.3 


32.3 


25.9 


21.2 


Aged 


14.6 


10.5 


12.1 


9.3 


18.4 


12.4 


Farmers 


5.6 


3.7 




Na 


m 


NA 


Householders working full time 


18.3 


16.9 


15.5 


12.9 


22.2 


23.3 


sroent^gr of poor fanilies with: 














No workers 


38.1 


40.5 


42.4 


46.1 


32.1 


31.8 


Ibo or more workers 


20.0 


20.7 


15.7 


15.4 


26.1 


28.9 



N/A- Not applicable. | 

1/ Metropolitan areas as defined in 1970. 



Source: Current Population Survey. 
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Table 6 — Metropolitan and nonmetropolltan annualized population change 1960-85. 



Area 


1960-70 


1970-80 


1980-85 




Population growth per 1 ,000 


per year 


United States 


12.7 


10.9 


10.5 


Metro V 


16.1 


10.1 


11.5 


Nonmetro 


2.5 


13.3 


7.4 



11 Metro Areas as defined In 1970. 
Source: Beale and Fugultt, 1985; 1985, data U.S. Bureau of Census, unpublished. 
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Table 7— Metro- Nonnetro migration In the United States, 1980-86 



Migration stream 1980-81 1981-82 1982-83 1983-84 1985-fl6 



MetroHo-nonnetro 2,350 2,366 2,066 2,258 1,807 

Noanetro-tometro 2,156 2,217 2,088 2,609 2,439 

Net to nonnetro 194 149 -22 -351 -632 



Note: For 1980-83, metropolitan areas are as defined in 1970; 1984 metropolitan definition used thereafter 
(noninstltutlonalized population). 

Source: Current Population Survey Bureau of the Census 
Prepared by Economic Research Service, U5DA 



Tfchle ft— Recent economic and demographic experience In different types of nornEtrupolitan couities 



Horn et r opalltan 

IWt Metropolitan Agriculturally Mining Manufacture Total 
Dependen t Dependent Dependent 

a^oyment change 1979-85 Reticent 10.0 -0.3 -6.5 1.0 3.0 

Onplcyment rate In 1965 

greater than 9 Percent 1/ Mnfcer 154/654 202/702 119/200 377/678 1,063/2,443 

epilation change 1980-85 Percent 5.9 2.7 3.3 2.2 3.8 

If In relation to total nunber of counties In category. "" 
For definition of cxxrty types see Bender et al. t 1965. 
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Figure 1. 

MANUFACTURING-DEPENDENT COUNTIES 




Shaded areas show nonaetro 
■anufacturing-dependent counties , 
that is, counties with 30 percent or 
■ore of labor and proprietor in cos* 
from manufacturing in 1979. 



Figure 2. 

AGRICULTURE-DEPENDENT COUNTIES 
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Figure 3 

Poverty rates, 1967-85 

(with and without in-kind benefits) 

22 T 




4- - 
2- 

0-* 1 I I 1 I I I i \ 1 I I I 1 I t > I I 

1967 69 71 73 75 77 79 81 83 1985 

Metro- nonmetro based on the 1980 Census for 1985, on the 1970 Census 

for 1969 and 1971-83. and on the 1960 Census for earlier years. No 1984 data. 

Source: U.S. Census Bureau. 
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Figure 4. Nonmetro counties with declining population 1970-80 and 1980-85 




Figure 5A. Age distribution of the metropolitan 
and nonmetropolitan populations, 1 980 



LEGEND 




Metropolitan 

Nonmetropolitan 



Medio* Age 
Met 30.0 
IMonmet 30.1 



— I i »■» t i i i i i i i l i l 

0-4 10-14 20-24 30-34 40-44 50-54 60-64 70-74 
5-0 15-19 25-29 35-39 45-49 55-59 65-69 75+ 



Age 



Figure 5B. Age distribution of metropolitan 
ond nonmetropolitan populations, 1960-80 
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Figure 6- Educationol attainment by 
metropolitan residence, 1 960-80 

(Population 25 and above) 




Median Years 
Attained 
1960 1970 1980 
Met 11.1 12.2 12.6 
Nanmtt 9.3 11.2 12.3 




LEGEND 



Metropolitan 
Nonmetropolitan 



1960 1970 1960 1960 1970 1980 

Completed High School Completed College 

Source: U.S. Census af Papulation, tabulated in McGranahan, et al., 1966. 
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CHAPTER 2 

THE ROLE OF RURAL WORKERS IN THE NATIONAL ECONOMY 
David A. McGranahan 



Abstract . Rural workers are predominantly in production industries. 
Rural areas have high proportions of agricultural, mining, and 
manufacturing jobs, and low proportions of service sector jobs. Rural 
manufacturing industries have more operator jobs and fewer 
professional-technical and managerial jobs. Within industries, blue 
collar jobs are more likely to be rural than white collar jobs. 
Specialisation in production makes rural workers more vulnerable than 
urban workers to business cycles, foreign competition, and technological 
change. The vulnerability is compounded by the relative isolation of 
many rural communities. While rural specialization in production can be 
expected to continue, it should be possible to improve the ability of 
rural areas to attract higher skill jobs. 

The declining importance of the traditional economic activities in rural areas 
and the growth in manufacturing and »er vices during the 1970 f s suggested to 
many observers an increasing integration of the rural and urban economies and a 
convergence in their fates. Hawley and Mazie, editors of a major book on rural 
areas speculated that, H in the end one might expect a disappearance of the 
distinction between nonmetro and metro sectors" (3)«.l/ 

The rural economic experience of the 1980' s has made clear that, in spite of 
the smaller roles of agriculture, mining, and forestry in the nonmetro economy, 
important rural-urban differences remain. Rural employment growth has not kept 
pace with urban growth and rural unemployment rates have remained relatively 
high since the recession of the early 1980' s. One part of the explanation is 
that while agriculture, mining, and forestry do not dominate the rural economy 
as a whole, they are a critical part of the economic base in certain rural 
areas. The poor economic performance of these sectors in recent years has 
weakened local economies, and led to slower-than-average service sector growth 
in these areas (4). These sector and area-specific problems are reflected in 
overall rural statistics (see Brown and Deavers above). 

Another part of the explanation, however, lies in the overall role of rural 
workers in the national economy. While rural economies have considerable 
manufacturing and services activity, the particular industries that tend to 
locate in rural areas ire quite different from those with a more urban 
orientation. Moreover , industries themselves are organized in such a way that 
the types of jobs available to rural workers are quite different from those 

David McGranahan is a sociologist with the Agriculture and Rural Economy 
Division, ERS. 

1/ Underscored numbers in parentheses refer to sources listed in the 
ReTerences section at the end of the articles. 
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Z i i 1 !^%^°i Urb ? n worker8 * v The8e differences in indu 8t ry and Job mixes are 
due less to local resource bases than to rural settlement patterns and, 

KliSr eduCa "° n le r 18 * Thl8 Chapter anal y"« limitations that rural 
population sparsity and remoteness place on the types of Jobs available to 
rural residents. It also investigates the role of education levels in limiting 
rural job opportunities. 8 

Community Size Limits the Rural Economy 

E£«? a i2T Wlt pa " e T a ? d rural J° b 8kl118 developed originally around 
Z5E£L I * exploitation, agriculture, forestry, and mining, and the 
delivery of services to the families and businesses involved in these 
activities. While some processing was done in rural areas, the rural-urban 
division of labor was essentially one of rural resource-based production and 

SSi.""? ? U rlng / nd trade * tar «l Productivity gains and reduced demand for 
mining output caused not only an exodus of rural youths to urban jobs but also 
made rural areas attractive to urban firms. The shift of nonresource-based 
activities out of cities has created a new rural-urban division of labor, one 
based on size of place and urban proximity, as well as resource location. 

According to central place theory, which links community size to economic role, 
small towns cities and metropolises are organized in hierarchies based on 
J™! 1 : - -;; In f omation flows a»ong larger places, down the hierarchy from 

JtJl n T PlaCe8> and ° Ut t0 nearby area8 « Soa11 ™* rural areas 

are generally the last to get new information. Not only do most innovations 
occur in urban settings, but even when the innovations are rural, information 
about them tends to flow first to urban places and then tQ other rural 

^IIV P u a ^ 8 T ° e Center8 f ° r the 8maller place8 in the ^ surrounding 

EFLJ?^ 4 fJ gC I T lnf ormation and trade flows, larger communities 

8pecialized A 8e ^ices and occupations, and larger organizations with 
economies of scale. At the same time, however, land and lrbor costs are higher 
in urban areas than in smaller, more remote settings, and there are costs to 
urban congestion as well. For households, the rural advantages are lower 
housing costs and greater access to rural amenities. 

These rural-urban differences suggest that, other things being equal, 
industries and firms dealing with volatile or unestablished markets, rapid 
technological change, or other conditions requiring innovative responses will 
favor metropolitan locations, where they have ready access to information, 

m i I* ^ prof e88ional expertise . Inju^rlaa and firms operating 

U^aaUvely stable conditions, jrUh_r outlne progcg^ tecSttlflgZi^ 

Htab^hedjzack rrs, h a v e^l essTeed of f a ce-^l = f4^l e ^ ^^^ n 7 KV^^ h 
OffliaanSn aources and ,expen:8_and are morTTulted t o smallpr t nma < f 



iafojou 

areas. 

While the volatility of conditions facing an industry will influence its 
location, location may also influence industry response to its conditions. 
With the exception of branch plants, establishments and industries in small 
cowns in remote areas generally have less access to new information, new 
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technology, and outside expertise. This suggests that rural industries will 
tend to be less innovative and less able to adapt to new conditions than urban 
industries. An explicit recognition of this tendency is the U.S. agricultural 
extension system, which attempts to overcome isolation and give farmers access 
to information, specialists, and new technologies. 

Rural-urban distinctions are relevant for workers and households as well as 
businesses. Even if the lower, cost of living compensates for lower pay, 
smaller, more distant locations likely have an economic disadvantage especially 
for more highly skilled and professional workers. Job advancement often 
requires movement from one firm or organization to another. Urban areas likely 
have a number of employers in any given industry, so people can shift jobs 
without shifting residence. This is much less true in rural areas. Thus, for 
instance, urban school administrators can move from school to school within 
their city as they advance; rural administrators must move from town to town. 
The problem of Job mobility has increased as more and more households have two 
people with jobs and careers. A move from one town to another may mean 
advancement for one earner, but is likely to mean a loss for the other. These 
may be some of the reasons why, in a 1985 Gallup poll, 53 percent of the high 
school graduates indicated that they would prefer to live in a small town or 
open country area, but only 30 percent of the college graduates had that 
preference (11) . 

Managerial and professional-technical jobs are involved with the problems of 
uncertain markets, technological change, and information acquisition and most 
likely to be filled by people with high education. This suggests, first, that 
industries with high proportions of managerial and professional Jobs are likely 
to be more urban than other industries and, second, that industries with 
branching or subcontracting are likely to be organized so that management and 
research activities are more urban than production activities. These issues of 
industry and job location are addressed in the remainder of the report. 

Two data sets are used in the analysis. One is the March 1986 Current 
Population Survey (CPS), one of a monthly series that has been carried out for 
35 years by the Bureau of the Census. The survey, which covered about 56,500 
households, Included information on occupation and industry, but geographic 
detail is limited to metro-nonmetro distinctions by region. The other source 
of data on industry is the Department of Commerce's Bureau of Economic Analysis 
(BEA) county data tapes. While these data have more geographic detail, the 
latest year available is 1984. Also, the county level data include nonfarm 
proprietors as a separate employment category. For each county, the 
nonfarm proprietors were allocated to individual industries using a formula 
that took into account the industry employment of the county* s wage and salary 
workers and the ratio of proprietors to wage and salary workers in these 
industries at the national level. Unlike the CPS, the BEA data are based on 
information provided by employers and location refers to place of work rather 
than residence. People who have two jobs are counted twice. 
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The Rural-U rban Distribution of Industries and Jobs 

^rlct'urinT J* lnt ° , f ° Ur br ° ld lndU8try gr ° UP8! " 80urce industries, 

Tt £ ^SLSTJ^Ti tl<m \ and ""ices. Each group represents a different 
set of locatlonal contingencies. For resource Industries (agriculture, 
forestry, fishing, and mining), access to resources Is probably the major 
contingency; for manufacturing, access to labor, technological expertise 
Inputs, and markets vary In Importance with the nature of the Industry- 
construction Is heavily dependent on local growth; and services are organized 
around access to markets. «igmu.*eu 

^ir^K 10 ^^ 00 »" ie8 con8ide " bl y ^ Industry group (table l-see tables 
Snil? n 1 C ? apter) ' Resource industries are clearly the most rural group. 
JJSlJSX ? T J 0 '* 1 U ' S - eiployBent 18 in rural <*nder 20*000 urban 

ll ^ Tl r?!" 0 COuntie8 « about 45 P«cant of resource Industry employment 
r J n I ? A n 1^ ? ountie8 ' ""on for the concentration of 

resource Industries In more rural areas Is that It requires much land per 

MlS.? t ilS U S lT " agrlc "\ ture ' fore8tr y. or mining are necessarily 
lllll ll 8e " led ' ^f 0 ' the P rice of land ^ sufficiently high In more urban 
areas that resource Industries are generally not viable. 

!!l^f le " rUral th8n re80urce industries but more rural than either 

service Industries or construction. About 23 percent of manufacturing 
employment is located in nonmetro areas, compared with less than 18 percent of 
service ^construction Jobs. Manufacturing tends, more than the oEhers, to 
be located in counties adjacent to metropolitan areas. In part, this reflects 
the outward movement of many manufacturing industries away from major centers 
a movement that began before the turn of the century as land and labor costs 

llllVVA TT ral1 and ° ther developments reduced trantp^rtSJon 

costs (4). It also reflects the absorption of nonmetro services by nearby 

The services sector has the highest proportion of management and 

EfX£?^ jobs (30.9 percent) while the resource industries have a 

nrJf 1m 7 9nC TX (t8ble 2) ' In general « rural area8 specialize in 

production industries, while urban areas specialize in the services industries. 

Resource Industries 

Not only do resource industries have relatively few managerial and 
professional-technical jobs, but the few they do have tend to be located in 
Hi^!?!! - " W 5 ile /y ound 60 Pe"ent of the production jobs in resource 

1 a i are ^ 88e l ° nonBetro area8 . ^wer than 20 percent of the managerial 
jobs and less than 30 percent of the professional-technical jobs are in 
nonmetro areas (table 3). Administrative support and sales jobs also tend to 
Jnd "Slf tha Y onnietro a "as, reflecting the location of management 

and markets. While agriculture and mining have slightly different proportions 
i° n ^" 8nd nonmetro areas, both industries show a strong tendency for 
managerial and professional-technical jobs to be metro while production jobs 
are nonmetro. J 
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Manufacturing Industries 



Manufacturing industries vary considerably in their proportions of managerial 
and professional-technical jobs, ranging from 39,9 percent in aircraft 
production to 8,2 percent in lumber (fig. 1— see figures at end of chapter). 
The industries tend to divide into two groups, one with high proportions (over 
28 percent) of jobs in the managerial and professional-technical occupations 
and relatively few nonmetro employees, and the other with comparatively few 
(under 18 percent) managerial and professional-technical jobs but relatively 
large proportions of nonmetro employees. Even within these two groups, the 
tendency for industries with higher proportions of managerial and 
professional-technical jobs to favor metro locations is evident. 

The two manufacturing groups differ in their production technologies as well. 
About 20 percent of the jobs in each group are precision production jobs, but 
while 52 percent of the low managerial and professional-technical group 
employees have routine production jobs (like operators, and fabricators), only 
24 percent of the other industry group's employees have this type of job (not 
shown). The value added per worker hour was $32 in the low managerial and 
professional-technical group, but $56 in the high managerial and 
professional-technical group. For the sake of brevity, these two groups will 
be called routine manufacturing and complex manufacturing, respectively, in the 
remainder of this chapter. 

Overall, 22 percent of manufacturing jobs are located in nonmetro areas. Since 
routine manufacturing industries are more rural than complex irdustries, 
nonmetro areas may be expected to have higher proportions of routine production 
jobs and somewhat lower proportions of managerial and professional-technical 
jobs. Expected nonmetro proportions of different job types were calculated on 
the basis of the metro-nonmetro location of the 23 manufacturing industries and 
the types of jobs in each industry. The actual proportions are consistent in 
direction with expectations but show a much stronger pattern (fig. 2). On the 
basis of industry mix alone, about 20 percent of the management jobs should be 
nonmetro. In fact, only 10 percent of these jobs are nonmetro. Only 8 percent 
of the professional-technical jobs are nonmetro, half the proportion expected. 
On the other hand, nonmetro areas have a much higher proportion of machine 
operator (29 percent) and other less-skilled blue collar (35 percent) jobs than 
expected. These proportions reflect both a tendency, among small firms, for 
those with more routine operations to locate in nonmetro areas and a tendency, 
among multilocational firms, to locate more routine production jobs in nonmetro 
areas and keep management and research operations in metro locations. 

Service Industries 

Service sector industries, which generally serve local markets, are not 
distributed between rural and urban areas according to the proportion of 
industry jobs that are managerial or professional-technical (fig. 3). There is 
a tendency, however, for industries such as education, health, and retailing, 
which provide services to households, to be more active in nonmetro areas than 
industries such as banking and business services, vhich have a substantial 
business clientele. (The classification as a consumer or producer industry is 
necessarily arbitrary for some industries.) 



Sr5?o! r ?^ t J e / u " 1 - u ' ban distribution of Jobs in the household or consumer 
service industries is about the same as the distribution of total civilian 
employment (table 4). Since this is roughly proportional to the number of 
householos in rural and urban areas, there appears to be relatively little 
^jfc^^^*^ ° f -vice industries (see 

Slil?.^ h r?' I" 71 " indu8trie8 that *™ <* ^st some producers as 
clients do tend to have an urban concentration, especially in large metro 
areas These services provide financing, information, and technological 
knowledge to their clients, many of whom are manufacturing management and 
fw! 88 * 0na lT chnical Personnel. Less than 8 percent of the enjoyment in 
these industries is in rural counties, even though many of the industries in 
the producer category also serve households. 

The rural-urban distribution of different types of jobs within the consumer 

IlfjlJ^ ! r °l! P a relativelv fl4t P rofile <"8- Service and blue 

collar jobs have a greater tendency to be in nonmetro areas than do managerial 
end professional-technical jobs, but the differences are not great. Although 
universities are evident exceptions, consumer-oriented services ana jobs appear 
to be located largely with reference to the location of households. 

The rural-urban job profile for producer services resembles that of 

A?? U f™ r l; 8, a 3 th0Ugh th ? differences ««W Job categories are not as great. 
All types of producer services jobs tend to be urban. 

Construction 

^n-«i ral ^!: ban dist ' ibution °f construction employment follows the same 
general pattern as the consumer services sector (Table 1). Managers 

Ci2 , ;i^ 1 2' Cl,lllC I 1, "J 88168 8nd mana 8 ement 8 "PPort staff are more urban 
based than other workers, but the differences are small (Table 5) 

Construction firms, which with some major exceptions, operate in local markets 

mlnJf^T.T U ^ ng 8nd con8um « services in their tendency to locate 
managerial jobs more than other jobs in urban area*. 

The Rural Disadvantage 

The more rural areas of the country tend to specialize in production 
industries, especially resource industries and the manufacturing industries 
tH^Tf Z 0p \ ra " on8 \ Together, these two industry groups employ about a 
22 LJL f W °f k f 0 " 6 10 rUral nonn,etr ° unties, but less than 10 percent of 
^«r^J? r ? e V'T metro areas < Tabl * Within these industries, rural 

lit L Ittt I a l n ?°ff r ° Utlne P r0duCtion Jobs. The more urban areas of 
the country tend to specialize in business services and manufacturing with 

ZlTrl:t ° pe " tlon8 - Within ""urce, manufacturing, and businessservices 
sca"ae 8 : 8rea8 8peClallZe ln - ana 8« ial professional-technical 

This rural-urban division of labor has several disadvantages for the rural 
parts of the country. First, although there was a brief boom in mining during 
the early 1980 's, bo^^ng^and _agrlculture have had lon ff H.dl" * 
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em ployment t^ a t *r* likely to continue (see C*at4g-A*ni othgra hftl? w )i In 
contrast, business services employment grew by over 25 percent between 1979 and 
1986, nearly twice as fast as total U.S. employment. 

'"Second, routine manufacturing Industries tend to be old Industries with 
relatively stagnant demand (see Bloomqulst below). They have recently come 
under severe competitive pressure from Asian producers. In contrast to the 
younger, more vigorous complex manufacturing Industries, which fully recovered 

t-""from thr recession of the early 1980 f s, the routine manufacturing Industries 
had nearly 12 percent fewer Jobs in 1986 than they had had in 1979 (bottom 
panel, table 6). 

Third, while overall manufacturing employment declined by 6 percent between 
1979 and 1986, this decline did not affect all types of jobs equally. Jfldfce 
c ollar manufacturing loha incre ased bv 12 percent while production Jobs 
declined by J A pergmif (!£)» Seventy-four percent of the nonmetro 
manufacturing^ obs were production Jobs in 1986, compared with only 55 percent 
In metro areas. Production job losses, whither through declining demand, new 
labor-saving technology, or competition from abroad, seem likely to affect 
rural manufacturing jobs more than urban manufacturing jobs. 

Fqjirth, ii^n>ifiirtiir linj jobs- pac Jtietr lai ly piwfr^Mnn Joha ^a re more susce ptible 
than^sft vlciT "ge ctor jobs to business cyc le *n j Qfh»r marroecp noJtg 
fluctuat ions . Some but not all ofthis is captured in Malley and Hady f s 
analysis b€low7 Their model would have shown even greater metro-nonmetro 
differences had they been able to take into account the types of occupations as 
well as the types of industries that are rural. 

To demonstrate the importance of rural-urban differences in industry mix, 
hypothetical 1979-86 growth rates were calculated for each county type based on 
1979 employment in the six industry sectors for the county type and assuming 
that industry sector growth rates were constant across county type. 
Hypothetical rates were also calculated excluding construction and consumer 
services Jobs. Construction and consumer services occupy over half the work 
force in both rural and urban areas. More than other industry sectors, their 
local growth depends on what is happening in the rest of the local economy. 

The hypothetical overall area growth based on the 1979-86 sectoral growth rates 
indicate a substantial industry mix disadvantage for rural areas (table 7). 
The metro rate of 14 percent is 40 percent higher than the nonmetro rate of 10 
percent. Only urban nonmetro counties located away from metro areas have 
industry mixes nearly as favorable as metro Industry mixes. Omitting 
construction and consumer services from the analysis increases the rural-urban 
contrast considerably. On the basis of industry mix alone, large metro area 
employment in sectors other than construction and consumer services would have 
grown by around 12 percent over Mie 1979-86 period. In contrast, the 
corresponding hypothetical rates for rural adjacent and nonadjacent counties 
are less than 3 percent. 

While data are not available through 1986, comparisons of exp ected with actual 
gtxatth for tfM P nrind inrlWn H i *4 ^55n m a r r o nr < »«fl wfrr? d oing more 
p oorly than expecte djm the haff^s^ofJLxidttatryjrijU One reason was that 
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construction and consumer services, both heavily dependent on growth in other 
industries, were growing BO re slowly in rural than in urban areas. Apparently, 
the job losses in rural resource industries and routine manufacturing were 
affecting the rural demand for consumer services and construction. 

^^w'L!"!! f"I? C J" rly b6en di8advant »8^ by th«ir industry mix, there 
are other potential dissdvsntages as well. First, while the issue is only now 
being studied, it seems likely thst rural vulnerability to business cycles and 
other sources of job instability is compounded by the sparseness of rursl 
settlement and distance from major employment centers, layoffs in one location 
a^g less likely in rural_£bfu-An^rJLa n locations to be balan ced by hi rings by ~ 
«gotne r e »P loyer ln the **** l ocation^ Ther« ri ■>» [gen p"" i "f nni T lof ffo" in 
J 8aal1 4 "f need to loofc-on-atr-areawide basis makes the hunt for rural 

jobs more difficult snd the likelihood of long-distance commuting greater. 
Since changing jobs may mean changing both industry and occupation, skills 
learned in one job may be largely irrelevant in the next. 

_A final disadvantage relates to the starting of new buainessesTfkural areas 
tend to specialise in slow-growth industries, which offer relatively few 
opportunities for new and expanding businesses. It may also be difficult to 
take advantage of the opportunities thst do exist. With fsrming the possible 
exception production jobs, the specislty of rural areas, compare unfavorably 
to managerial and professional-technical jobs in terms of providing the skills, 
knowledge, snd contacts necessary for stsrting and managing new businesses. 

Moreover, rural entrepreneurs may have difficulty finding the expertise and 

market information needed to make a new business succeed. This suggests thst 
rursl area growth must rely inordinstely on the relocation of firms and branch 
plants out of major cities. > — s 

Rursl Trends and Prospects 

5l?c? 3 ^ t pr °J ection8 for 1984-95 prepared by the Bureau of Labor Statistics 
<BLSJ .Department of Labor, suggest a continued rural dissdvantage in industry 
mix U). Resource industry job losses are expected to continue (see table 6, 
bottom panel). Wh ile t he g— c ut for memif »rt„ri nff .mpi^y-p- « n n rr 1al]t H. 
con n-lair ■nnnf nrt,.r1n ff < P ^p^- f f1 p - ftirir l a n 1nnnr" a u" tho Job grow th" 
Business services wlll_ £ a P IIiiue to bs the strongest InHn.try , rrr rrl1"fT 

Projections of area growth based on the BLS estimates of sector growth suggest 
that rural-urban differences, with rural areas only growing abou? 2/3 as last 
as urbsn, will follow much the same pattern as found for 1979-86, (table 7). 
Again, the rural-urban discrepancies are greater when construction and consumer 
services are excluded. On the basis of industry mix alone, large metro areas 
are expected to grow by 19 percent over the 1984-95 period, compared with under 
o percent in the rural nonmetro counties. 

These area projections may be assuming incorrectly that sectoral growth rates 
are the same in rural and urban areas. The decline in rural resource 
industries aside, the rural-urban division of labor appears to have become more 
marked in recent years, to the probable detriment of rural areas. Bloomquist 
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(in the following chapter) shows that nonmetro areas have been increasing their 
share of routine manufacturing but not of complex industries. Miller and 
Bluestone (chapter 6 below) conclude that business or producer services tend to 
be concentrating in z?tro areas sore than manufacturing. Changes in the 
classifications of occupations have made comparisons over time tenuous, but 
some recent research suggests that managerial and professional-technical jobs 
are becoming increasingly concentrated in metro areas 02, 9). 

A related question that arises in this context is whether rural-urban 
differences in education are affecting the rurel-urban division of labor. 
Rural oH m^tjnn lgvelj hav n rlnmi gOTSlriftiuijJyl* 1 recent years, es pecially wi th 
fhn entrance Q f the relatively well-schoole dEaB^byviD grim nil v\ 1 ES^BBm 
lab or f^ gm in the 1970 ' 8, The proportion of the nonmetro population age 25 
and over who had completed high school rose from 35 percent in 1960 to 45 
percent in 1970 and 60 percent in 1980 (6). College completion rose from 5 
percent of the nonmetro population 25 and over in 1960 to 12 percent in 1980. 
Metro education levels increased at a somewhat faster rate, however. Between 
1960 and 1980, nonmetro areas gained in cheir share of population with high 
scho>« or less education out not ir their shares of people with at least oue 
year of college (fig. 5). 

This concentration of more highly schooled people in metro areas and less 
schooled people in nonmetro areas appears to have continued into the 1980 f s. 
Migration data from the 1970* s for people age 25-64 show a net movement of all 
education groups into nonmetro areas. The 1984 and 1986 U.S. Census Current 
Population Survey data for the same age group indicate little net movement of 
people with less than a high school education, but a net migration of college 
graduates out of nonmetro areas at a rate of about 2 percent per year. This 
pattern, if maintained, will have a substantial impact on nonmetro education 
levels by 1990. It suggests a growing contrast between highly educated urban 
labor markets and less educated rural labor markets. It also suggests that the 
shift of managerial and professional-technical jobs to urban areas is due less 
to low numbers of normetro college graduates than to a disinclination of 
college graduates and their employers for rural locations. Fortunately, the 
rate of loss (17 pet.) is lowest in the nonmetro South, the region with the 
l~>«':st current education levels (see Swanson and Butler, chapter 7). 

Technological gains in the communicating and processing of information might be 
thought to make urban centers obsolete. People in distant locations can now 
access immediately information that once took days to obtain; teleconferences 
can be called involving several people at different locations; documents can be 
sent electronically; and financial transactions can be made almost 
instantaneously. It is cleg r, howe ver^ that de spite these developments, the 
proximity nf ftr*il Saot xil locations has remained esse nggC This is pernaps 
most evident in the informatiotPtecnnology rieid izseif^in the dramatic growth 
of Silicon Valley. In situations of volatile markets and technology, 
face-to-face contacts apparently cannot be replaced. Technological gains in 
communications, information processing, and transportation appear to have 
permitted the decentralization of routine production activities to rural areas, 
but not to have made location irrelevant. 



A rural-urban division of labor is likely to persist. Rural areas will 
continue to offer lower land and labor costs than urban areas , but provide less 
access to new information, specialized knowledge, and skills. Rural employment 
growth will depend on maintaining rural cost advantages while increasing access 
to information and knowledge. Some of the programs mo&t conducive to past 
rural development, such as the agricultural extension system and the interstate 
highway system, have had Just these qualities. Some current initiatives, such 
as programs for rural entrepreneurs, rural telephone system improvements, and 
programs built around rural colleges and universities, are heading in this 
direction. However, the rural disadvantage clearly remains a challenge to be 
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Table 1— Distribution of Industry sector employment across urban 
counties, 1984 



County or area Resource " Manufac- ton 1 Service 

tft* Industries J7 turing struc- sector 

tion Total Total 















1,000 


Metro 


42.6 


78.3 


80.9 


82.2 


79.3 


91,845 


large (1 million + pop.) 
Medium (250,000-999,999) 
Shall (under 250,000) 


16.8 
16.0 
9.7 


45.4 
24.0 
8.8 


47.3 
24.1 
9.5 


50.9 
22.4 
8.9 


48.0 
22.4 
9.0 


55,526 
25,925 
10,395 


Itonnetro 

Urban adjacent 2/ 
Urban ncmadjacent 
Rural adjacent 3/ 
Rural nonadjacent 


57.4 
6.5 
5.8 
19.2 
25.9 


21.7 
5.2 
2.9 
6.7 
7.0 


19.1 
3.7 
3.3 
5.7 
6.4 


17.8 
3.7 
3.3 
4.8 
6.1 


20.7 
4.1 
3.3 
5.9 
7.4 


23,948 
4,710 
3,879 
6,831 
8,528 


Total 


100.0 


100.0 


100.0 


100.0 


100.0 


115,793 



1/ Agriculture, forestry, fishii^, arai mining. 

2/ Urban aunties have at least 20,000 urban residents. 

3/ ftiral counties have under 20,000 urban residents. 



Adjacent counties abut on at least one metro area. 



Soiree: Bureau of Economic Analysis, Department of Connerce unpublished data. 
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Table 2 — Types of Jobs by industry sector 



Resource Manufac- Construe- Service 

Job type industries turing tion sector 



Percent 



Management 1/ 


5.0 


10.8 


13.0 


12.1 


Prof essional-technical 


6.5 


11.5 


3.2 


18.8 


Sale 8 and management support 


6.7 


16.0 


8.3 


30.4 


Service / transport 


5.4 


5.4 


6.8 


22.5 


Skilled production., 


40.6 


20.6 


57.9 


6.2 


Less skilled production 


35.8 


48.8 


10.9 


2.0 


Total 


100.0 


100.0 


100.0 


100.0 



If Management is narrowly defined to exclude farm operators and managers and 
production supervisors (both included under skilled production) f as well as small 
retailers and sales supervisors (included under sales). 

Source: Current Population Survey, Bureau of the Census, 1986 
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Table 3 — Resource industry jobs in nonmetro areas, by type of job 



Agriculture 

Job type and forestry Mining Total 



Management 1/ 
Professional-technical 
Sales and management support 
Service/ transport 
Production 

Total 





Percent 




12.6 


20.2 


17.7 


29.7 


25.6 


27.5 


38.6 


23.9 


30.9 


45.3 


67.9 


61.7 


59.0 


62.9 


59.5 


55.7 


46.5 


53.6 



U Management is narrowly defined to exclude farm operators and managers and 
production supervisors (both included under production). 

Source: Current Population Survey, Bureau of the Census, 1986 
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Table 4 — The distribution of business and consumer 
services employment across urban and rural 
types of counties, 1984 



Total 

County and Business Consumer civilian 

area type If services services employment 



Percent 



Metro 


87.0 


80.1 


79.3 


Large 


58.5 


47.5 


48.0 


Medium 


21.1 


23.0 


22.4 


Small 


7.4 


9.6 


9.0 


Nonmetro 


13.0 


19.9 


20.7 


Urban adjacent 


2.5 


4.2 


4.1 


Urban nonadjacent 


2.5 


3.6 


3.3 


Rural adjacent 


3.5 


5.3 


5.9 


Rural nonadjacent 


4.5 


6.8 


7.4 


Total 


100.0 


100.0 


100.0 


1/ For an explanation 


of categories 


, see 


table 1. 



Source: Bureau of Economic Analysis, Department of Commerce, 
unpublished data. 
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Table 5 — Construction jobs in nonmetro areas, by type of job 
Job type ' " ~~ 





Percent 


Management and 




professional-technical 1/ 


18.7 


Sales and management support 


14.4 


Skilled production 


22.0 


Labor, other 


28.7 


Total 


22.0 



If Professional-technical combined with management due to survey 
sample size limitations. 



Source: Current Population Survey, Bureau of the Census, 1986 
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Table 6 — Distribution of civilian employment fay Industry sector In metro and nonnetro 
areas, 1984, and industry sector growth 1979-86 and projected growth 1984-95 



Service sector 

Manufacturing 



County and Resource Construe- Busi- Con- 

area type 1/ Inds. 2/ Routine Complex tlon ness suner Tbtal 



Percent 



Metro 


2.9 


8.3 


8.2 


5.1 


24.4 


51.0 


100 


large 


1.9 


7.2 


8.6 


4.9 


27.2 


50.1 


100 


Medium 


3.9 


10.0 


8.0 


5.4 


21.0 


51.8 


100 


Stall 


5.9 


9.7 


6.7 


5.3 


18.3 


54.1 


100 


Nonnetro 


15.0 


12.6 


5.0 


4.6 


14.0 


48.7 


100 


Urban adjacent 


8.7 


13.8 


7.4 


4.5 


13.8 


51.7 


100 


Urban nonadjaoent 


9.4 


10.1 


4.6 


5.0 


16.7 


54.2 


100 


Rural adjacent 


17.6 


13.9 


5.0 


4.8 


13.1 


45.6 


100 


Rural nonadjaoent 


19.0 


12.0 


4.0 


4.4 


13.7 


46.9 


100 


Total 


5.4 


9.2 


7.6 


5.0 


22.3 


50.5 


100 


U.S. growth rates: 




Percent 


change 


In employment 


for period 


shown 




1979-86 


-2.1 


-11.7 


2.9 


15.7 


25.1 


17.6 


13.1 


1984-95 (proj.) 


-6.4 


-2.9 


17.8 


12.1 


27.1 


14.2 


14.5 


1/ For an explanation of county and area types, 


see table 1. 









2/ Agriculture, forestry, fishing, and mining. 

Sources: Bureau of Economic Analysis, Department of Conner ce, unpublished data; 
(12) for growth rates; anf (7) for projected growth. 
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Table 7 — Expected employment growth 1979-86 and projected growth 
1984-95, based on area industry composition 





Expected growth 1/ 


Projected growth 




1979- 


•86 


1984-95 






Except 




Except 






construction 




construction 


v*ounty 




and consumer 




and consumer 


type 


Overall 


services 


Overall 


services 























Metro 




1U.J 


15.5 


17.5 


Large 


14.9 


11.8 


16.3 


19.1 


Medium 


13.3 


8.2 


14.6 


15.3 


Small 


13.1 


7.3 


13.8 


13.5 


Nonmetro 


10.5 


3.1 


10.8 


7.2 


Urban adjacent 


10.8 


3.1 


12.0 


9.4 


Urioan nonadjacent 


12.6 


6.2 


12.8 


10.9 


Rural adjacent 


9.5 


2.0 


10.0 


5.8 


Rural nonadjacent 


10.1 


2.8 


i <-> < 


5.9 


Total 


13.1 


8.7 


14.6 


15.2 



1/ Calculated on basis of industry sector composition 1979 and 
national growth rates of sectors. 



Sources: Employment data: BEA, Department of Commerce. 
Sector growth 1979-86: (12). 
Projected sector growth, 1984-95: (7) 
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Figure 1. Manufacturing industries: 
nonmetro location by job structure 
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Apparel 


9.1 


34 
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Complex manufacturing industries 

Managerial and Jobs in 
professional- nonaetro 
Industry technical jobs areas 



■Percent- 



Aircraft 


39.9 


5 


Other trans, equip. 


36.8 


10 


Elect, machinery 


34.8 


15 


Professional equip. 


33.9 


9 


Petroleum 


31.4 


20 


Chemicals 


31.3 


14 


Other oachlrery 


30.1 


16 


Printing 


28.4 


14 



Figure 2 — Nonmetro Proportion of 
Manufacturing Jobs 
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Figure 3. Service eector industries: 
nonoetro location by job structure 
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Figure 4 - Nonmetro Proportions of 
Service Sector Jobs 
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Figure 5. Nonmetro residence by education group 
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CHAPTER 3 



PERFORMANCE OF THE RURAL MANUFACTURING SECTOR 



Leonard E. Bloomquist 



Abstract . While the rural manufacturing sector has had substantiel 
growth in recent years, most of the growth has been in manufacturing 
industries that provide low-skill and low-wage jobs. This pattern 
varies by region and gender. The tural West has had the highest growth 
rate, and the quality of jobs provided compares favorably with thnt in 
other regions. The rural South has experienced substantial employment 
growth, even though the wage and skill levels of jobs provided are not 
as good, on average, as in other regions. By contrast, the rural 
Northeast and Midwest have relatively high-quality jobs, but employment 
growth has not kept up with growth in the West and South. Finally, 
rural (and urban) women tend to be employed in manufacturing jobs that 
require lower skills and pay less than men. 



Record trade deficits and the shift of employment from manufacturing to 
services have generated discussions about the future of American manufacturing. 
Trade deficits have resulted from increased foreign competition in 
manufacturing production. The high exchange rate of the American dollar was an 
important factor for a time, and continues to be against some currencies, but 
more important is the erosion of the competitiveness of American manufacturing 
industries (22) . If The shift of employment from manufacturing to services is 
a lorg-term process that can be traced to the early part of the 20th century, 
when service employment began growing at a faster rate than manufacturing (5) • 
Since 1979, however, manufacturing employment has actually declined. The 
decline has been most pronounced in the traditional manufacturing belt, leading 
some analysts to warn of the "deindustrialization" of America (2). 

The performance of U.S. manufacturing is especially important for rural 
America, because vhile urban areas have become increasingly dominated by 
service indv\e"ries, the manufacturing sector has maintained a substantial share 
of employment rural areas. The proportion of wage and salary employees 
working in the .oif acturing sector in 1984 was 22.4 percent in nonmetro 



Leonard E. Bloomquist is a sociologist in the Agriculture and Rural Economy 
Division, ERS. 

i/ Underscored numbers in parentheses refer to sources listed in the 
References section at the end of the chapter. 



counties , compared with only 18.5 percent in metro counties. 2/ Moreover , the 
difference in the relative importance of manufacturing employment has only 
emerged since 1969, when manufacturing employment accounted for 26 percent of 
total wage and salary employment in both metro and nonmetro areas. 3/ 

In this chapter , I analyze the recent performance of the rural manufacturing 
sector. Of particular interest are the ability of manufacturing industries to 
increase , or at least maintain, their employment levels in rural areas and the 
occupational distributions and average earnings of rural manufacturing worker. . 
On both of these criteria, the rural manufacturing sector has peiformed fairly 
well since 1969, although there is considerable diversity in the performance of 
specific types of manufacturing industries and in certain regions. In 
addition, there are striking differences between the kinds of jobs that women 
and men hold in the rural manufacturing sector. Both the overall performance 
and the diversity underlying it are documented below. 

The f ocus on manufacturing employment is not the only perspective one could 
take on the performance of U.S. manufacturing industries. Viewed from the 
perspective of industry output, U.S. manufacturing has grown continuously since 
1960, although at a lower rate in the last 15 years than during the 1960 f s. 
Moreover, a Bureau of Labor Statistics study projects that manufacturing output 
will continue growing at a faster rate than employment well into the 1990's, 
and perhaps even widen (18). 

It seems, therefore, that U.S. manufacturing has performed much better when 
viewed from the perspective of output than the trends in manufacturing 
employment suggest. My focus on employment stems from a concern with the rural 
manufacturing sector as a source of employment for rural residents. To the 
extent that manufacturing output is considered, it will be in reference to how 
the output, or products, of different manufacturing industries are related to 
their employment trends since 1969 and to the kinds of jobs they provide. 

Growth in Rural Manufacturing Since 1960 

The growth in rural manufacturing employment is not a new phenomenon. In fact, 
the 1960 1 8 were the boom years for the rural manufacturing sector. Between 
1960 and 1970, manufacturing employment grew by 22 percent in nonmetro areas, 
compared with only 4 percent in metro areas (20). After 1969, the last year of 
the longest economic boom of the post-World War II period, the rate of growth 
in the rural manufacturing sector declined (4J. Its performance nonetheless 
exceeded that of the urban manufacturing sector. Between 1969 and 1979, 

~2j The terms, rural a.iJ nonmetro or urban and metro, are used inter- 
changeably in this article. The rural/urban distinction is more relevant to 
the conceptual model discussed later, but the available data require use of the 
nonmetro/metro distinction in the empirical analysis. The latter distinction 
is based on application of the 1980 Census of Population procedures for 
defining Metropolitan Statistical Areas (MSA's). 

V The statistics cited in this paragraph are derived from the Bureau of 
Economic Analysis (BEA) Employment series data. 
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manufacturing employment grew by 17.4 percent In nonmetro areas, while the 
growth rate in metro areas was only 1 percent , The two economic recessions of 
the early 1980 's contributed to a drop in manufacturing employment from the 
peak levels of 1979. Once again, though, the decline was much more pronounced 
In metro areas (fig. 1 — see figures at end of chapter). 

Manufacturing employment in both metro and nonmetro areas grew or declined in 
conjunction with the business cycles of 1969-84. The rural manufacturing 
sector was more, sensitive to business cycles than was the urban sector, 
especially during expansionary times (note how the metro/nonmetro gap increased 
whenever growth in manufacturing employment occurred). The pattern of changes 
in total wage and salary employment makes a striking contrast with the pattern 
for manufacturing employment. Growth in total employment was fairly steady 
throughout the period in both metro and nonmetro areas. Thus, there was 
little, if any, decline in total employment during the four recessions of the 
period. Moreover, total employment grew by about the same rate in metro and 
nonmetro areas. Their total employment levels in 1984 were both over 25 
percent higher than their 1969 levels. 4/ 

Comparative Advantages of Rural Manufacturing 

With respect to employment growth, therefore, the rural manufacturing sector 
has outperformed the urban manufacturing sector since I960. Although some of 
the growth in rural manufacturing employment stems from local entrepreneurial 
activity, the driving force has been the migration of manufacturing firms from 
the cities into rural areas (20). The migration seems to have been spurred by 
a rural comparative advantage over cities in the cost of key ptoduction 
factors. 

The most notable rural advantage has been the cost of labor. Indeed, Kale and 
Lonsdale contend that "the availability of low-cost labor has probably been the 
most important attraction influencing industry to locate in nonmetropolitan 
America" (12). Nonmetro areas have comparative advantages over metro areas in 
other ways as well. Construction of the interstate highway system, for 
example, substantially reduced transportation costs for many nonmetio places. 
Land and taxes are also generally cheaper in nonmetro areas. Finally, many 
nonmetro places made special concessions Co firms in the form of tax 
exemptions, rent-free plant facilities, and so on (20). These concessions were 
especially attractive to firms that had no site-specific or skill requirements. 

Of course, a comparative advantage in a productive factor affects industrial 
location decisions only when the factor is significant to the organization of 
production in a given industry. For instance, availability of low-cost labor 
is not crucial among many "high-tech" firms. For them, the concern is with the 

47 The implication of the contrast between changes in total and 
manufacturing employment is that other types of industry (in particular, 
service industries) have had higher growth rates in metro areas. See the 
chapter in this volume by Miller and Bluestone (15) for an analysis of service 
industries. 




availability of highly skilled professionals or technicians; having them 
available at low cost is not the crucial consideration (2). To the extent, 
therefore, that the availability of low-cost labor is a major advantage that 
rural areas have over cities, then they may not appear especially attractive to 
high-tech firms. 

Differences Among Manufacturing Industries 

The last point is a very important one, for it implies that more than Jutt 
changes in employment should be taken into consideration when evaluating the 
performance of the rural manufacturing sector. Most analysts and policymakers 
alike argue that employment in high-tech industries is preferable to growth in 
labor-intensive industries, largely for two reasons. First, the relatively 
high proportion of professionals and technicians in high-tech industries is 
considered desirable, because their jobs tend to have better working conditions 
and higher earnings than jobs filled by workers in blue-collar occupations 
(16). Second, American high-tech industries have proven more competitive in 
the world economy (13) » and thus have greater potential for employment 
stability (and possibly growth) in an increasingly competitive world economy. 

While the label of "high-tech" industries is a popular one, it is somewhat 
misleading. Many manufacturing industries that are not regarded as high-tech 
actually use highly sophisticated technology. For example, automobile 
manufacturers are generally not included in delineations of high-tech 
industries, and yet the increased use of robotics in their production involves 
a highly sophisticated technology (18). It is not the technology per se that 
is important, but how a technology is incorporated into the organization of 
production within a manufacturing industry. The BLS definition of high-tech 
industry lists three criteria: (1) a high proportion of scientific and 
technical personnel in the workforce, (2) a high level of research and 
development expenditures, and (3) a highly sophisticated product (18). These 
criteria suggest that high-tech industries are distinguished from most other 
manufacturing industries by their occupational structures and emphasis on 
product development and innovations. The product cycle model helps to classify 
manufacturing industries along these lines, Moreover, the model provides a 
rationale for identifying the comparative advantages of rural areas and cities 
in the location decisions of different manufacturing industries. 

The Product Cycle Model 

The product cycle model defines types of manufacturing industry as the result 
of the complex interaction between product development and labor requirements. 
Industries with products in the early developmental stages require labor with a 
high degree of tecKiical skill, whereas industries with products that have 
developed into a stage of standardized production are not as dependent on 
technically skilled labor. As Glasmeier puts it, 

During product conception and prototype production, firms employ high 
proportions of technically trained engineers and technicians. 
These craftsmen's skills become less important in fabrication as 
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production and materials handling skills become more essential. 
During the final stages of manufacturing production , workers are 
engaged in tedious but exacting assembly of component parts. 
Although great concentration is required of assemblers , levels of 
technical skill are quite low (7, p. 199). 

Although proponents of the model differ in the number of "phases" of the 
product cycle they identify, the basic contrast is between industries with 
products at the beginning, or "top," of the cycle and those with the products 
at the end, or "bottom," of the cycle (1, 11, 21). Requirements for skilled 
labor are greatest when a product is at the top of the product cycle, but 
diminish as a product approaches the bottom of the cycle. In the latter phase, 
production becomes highly standardized, and the main labor requirement is for 
assemblers and materials handlers. 

Thus, top-of-cycle industries are distinguished by their demand for technically 
skillM labor, while bottom-of -cycle industries are distinguished by their 
demand for labor with relatively low technical skills. High-tech industries 
are, of course, included in the former category. Some examples of top-of-cycle 
industries are the scientific instruments and related products and chemical and 
allied products industries. Both industries have higher proportions of 
professionals and technicians than most manufacturing industries. By contrast, 
the textile and motor vehicle industries are examples of bottom-of-cycle 
industries, with their high proportions of operators and laborers. Since 
professionals and technicians tend to earn more than other occupations, and 
they generally have better working conditions, top-of-cycle industries rank 
higher on the qualitative dimension of industrial performance. The performance 
of the rural manufacturing sector would therefore be enhanced more by growth in 
top-of-cycle industries. 

According to Wilbur Thompson's concept of the "filtering down" process of 
production, however, the bulk of rural manufacturing should be in 
bottom-of-cycle industries (21). He contends that the skilled labor 
requirements of industries in the early phases of a product cycle give urban 
areas a comparative advantage, due to the higher skills >f metro workers. 
Furthermore, early product development requires a high degree of interaction 
between technical workers and corporate finance and marketing staff. Since 
business services are predominately urban, urban areas have the comparative 
advantage In the location of initial production facilities (14). It is only as 
production moves toward the bottom of the product cycle that industrial 
location "filters down" to nonmetro places. 

"Resource-Based" Manufacturing in Rural Areas 

As noted above, the product pycle model stresses the relationship between an 
industry 1 8 product and its labor requirements in the definitions of types of 
manufacturing industry. Although labor is an important production factor in 
all manufacturing Industries, for some manufacturers access to natural 
resources is the crucial factor of production. For example, access to lumber 
is essential to the lumber and wood products industry. The same may be said 



3-5 



ERjt 



for industries thst trsnsform sgricultural products such as food stuffs and 
cash crops into a manufactured product. The tobacco industry is a case in 
point. 

Among "resource-based" manufacturing industries such as the lumber and tobacco 
industries, the organization of production is influenced more by 
characteristics of the resource that is manufactured than by the interaction 
between product development and lsbor requirements. Locating in rural areas 
often provides a competitive advantage for resource-based manufacturers, since 
natural resources and agricultural products are generally located in rural 
areas. To the extent that these kinds of resources are crucial components of 
an industry's production, rural areas will have a comparative advantage over 
urban areas. 

Typology of Manufacturing Industries 

Hufbauer and Chilas have developed a model of manufacturing industries that is 
based on the above rationale for differentiating types of manufacturers (11). 
They classify manufacturing industries according to the production factorThat 
plays the crucial role in determining competitive advantages within an industry 
(table 1— see tables at end of chapter). The first type, top-of-cyc^e 
industries, 5/ includes industries for which the availability of highly skilled 
technical labor is crucial. Recall that the importance of labor with technical 
skills stems from an industry's product being in the early stages of 
development. By contrast, production within bottom-of -cycle industries is 
highly standardized, and the labor requirement is for assemblers and materials 
handlers. Finally, the third type refers to resource-based industries, 
industries whose production is highly dependent on access to natural resources 
or agricultural products. 

Two potential problems with the typology warrant further discussion. First 
the product cycle model is actually a dynamic one, with industries in the 
top-of-cycle category ultimately expected to move into the bottom-of -cycle 
category as production becomes more standardized. This is a long-term process 
however, and it should not affect the industry classification during the 
15-year period of study (1969-84). Second, most analyses of the product cycle 
model and high-tech manufacturing industries use a more detailed listing of 
mapjfacturers than the one used here (11, 17, 18). Unfortunately, data with 
more detailed categories of industries are not available. Thus, there is some 
classification error in the categories reported in table 1. 6/ Maskus found 
however, that use of the typology in table 1 produces the same results in his 

5/ I use a different labeling scheme than the one used by Hufbauer and 
Chilas. Their labels are derived from the literature on international trade, 
and are not directly relevant to concerns of the present analysis. Instead. 1 
follow Gilmer and Pulsipher's (6) relabeling of the industry types that makes 
them more reflective of the product cycle model. 

6/ For instance, some transportation equipment manfuacturers would be 
classified as bottom-of-cycle manufacturing industries if a more detailed 
listing of manufacturers was available. 
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analysis of the net exports of American manufacturing industries as when he 
used a typology based on a more detailed listing of manufacturers (13) . 
Important differences exist among the three types of manufacturing industries. 
Most differences seem to favor top-of-cycle manuf act ur are 8 as having the 
greatest performance potential. First, they have performed better than 
bottom-of-cycle and resource-based industries in world trade. In fact, Maskus 
(13) finds that since the late 1960 f s, only American top-of -cycle manufacturing 
industries have performed well in the world economy. During a period in which 
U.S. manufacturing industries as a whole suffered trade deficits, top-of -cycle 
industries had positive net exports in their competition with manufacturers 
from other countries. Maskus shows further that the positive performance of 
American top-of -cycle manufacturing industries is mainly due to U.S. 
comparative advantage in the availability of labor with high technical skills. 
Top-of-cycle industries thus have the greatest potential for long-term 
employment stability, if not growth. 

Top-of-cycle industries seem to perform better in another aspect of performance 
as well — the kinds of jobs provided. Comparison of tt;e occupational 
distributions of the three types of manufacturers shows that top-of-cycle 
industries have much higher proportions of professionals and technicians than 
the other two types of manufacturing industries (fig. 2). Moreover, this 
distinction of top-of-cycle manufacturers holds in nonmetro areas as well as 
metro areas. Rural manufacturing industries do have higher proportion* of 
assemblers and materials handlers (operators and laborers) than their 
counterparts in urban areas, but nonetheless top-of-cycle manufacturers provide 
the highest proportion of technically skilled jobs within the rural 
manufacturing sector. 

The occupational distributions of bo ttom-of -cycle and resource-based 
manufacturing industries are similar. Both industry types have much lower 
proportions of professionals and technicians than top-of-cycle industries. One 
difference between them, though, is that rural resource -based industries have 
higher proportions employed as craf tspersons than rural bo ttom-of -cycle 
industries. Since craf tspersons tend to earn more and have better working 
conditions than operators and other blue-collar occupations (16), rural 
resource-based industries seem to rank second in the quality of jobs they 
provide to rural residents. 

Metro/Nonmetro Differences in Manufacturing Employment 

Although rural manufacturing has grown faster than manufacturing in the urban 
sector, the product cycle model suggests that the rural sector's growth 
involves mostly bottom-of-cycle and resource-based industries, while 
top-of-cycle industries should favor urban areas. Table 2 lists the metro and 
nonmetro employment figures for the three typ^s of manufacturers, plus the 
totals for manufacturing and wage-and-salary employment. The figures are 
reported for 3 years: 1969 and 1984 (to reflect the beginning and end of the 
period of study) and 1979, the peak year of U.S. manufacturing employment. In 
each year, the proportion of top-of-cycle manufacturing employment located in 
nonmetro areas is substantially below the nonmetro proportion of total 



manufacturing and wage-and-salary employment. By contrast, the proportions of 
bottom-of-cycle and resource-based manufacturing employment located in nonmetro 

lilt* ll e a J° Ve the l° tal fi 8 ure8 « "d urban manufacturing sectors 

seem, therefore, to have different specializations which are consistent with 
the product cycle model. 

The different specialisations of the rural and urban manufacturing sectors are 
*r e " "°" 8tr ^ing when the distributions of employment among the three types 
of manufacturing industries within rural and urban areas are compared. 
Manufacturing employment in metro areas is much more concentrated in 
top-of-cycle industries (fig. 3). Indeed, the proportion for urban areas 
actually increased substantially between 1969 and 1984. Although the 
proportion of rural workers employed in top-of-cycle industries also increased, 
the increase was slight. ' 

The increased significance of top-of-cycle industries to the urban 
manufacturing sector results from the relatively poor performance of urban 
bottom-of-cycle and resource-based industries between 1969 and 1984. Figures 
4A-4C show that top-of-cycle manufacturing industries were the only type to 
increase their employment levels in metro areas. By contrast, rural 
manufacturing employment grew by over 10 percent among all industry types. 
Comparison of the metro and nonmetro trend lines shows further that while a 
substantial gap developed between them in the rates of change of 
bottom-of-cycle and resource-based industries, changes in top-of-cycle 
employment remained roughly parallel (although note the slightly higher growth 
rate of top-of-cycle employment in the rural manufacturing sector). 

Diversity in the Rural Manufacturing Sector 

The product cycle model can be applied to an analysis of regional roles in the 
structure of American manufacturing. Historical^, the manufactures Lit 
stretching from the Northeast to the Midwest -?as the core economic region, 
llflr ??J<m ?f ed ? ed for P roduct ^novations. By contrast, the South and 
West traditionally have been the "peripher/," or underdeveloped economic 
regions. Norton and Rees note that during the early twentieth century, the 
core specialized in top-of-cycle industries that would grow rapidly, such as 
the machinery or fabricated metal industries, while the periphery specialized 
in relatively stagnant resource-based industries like lumber or tobacco 
products (1/). Moreover, even though industries in the core tended to 

^w^V!?^ pr ° du ' tio \ int0 the periphery as their products moved toward 
the bottom of the product cycle, the core maintained its hegemony by being the 
primary locale for product innovations. 

Although the manufacturing bolt mainly encompassed urban areas of the Northeast 
and Midwest, the economic structure of rural areas in these regions benefited 
as well. By contrast, rural areas of the south and West were the most 
peripheral due to the compounded effects of the regional division of labor and 
the general disadvantages of rural areas as locations for top-of -cycle 
industries. 3 
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This traditional division of labor has produced distinct economic roles for 
rural America (fig. 5). Rural areas of the Northeast and Midwest have very 
similar industrial structures. They are also distinguished from the rural 
South and West by their greater reliance on top-of-cycle industries for 
employment. Note, too, that the overall distribution of employment indicates a 
more diverse industrial structure for the rural Northeast and Midwest. 

The rural South and West are similar to each other in that they are highly 
specialized in traditionally rural (or peripheral) industries. They differ, 
however, in their specializations. Historically, the rural South specialized 
in bottom-of -cycle industries. The major reason for this specialization is the 
abundance of relatively cheap labor, made possible by the tremendous labor 
displacement in southern agriculture since World War II (8, 19). The rural 
West, on the other hand, has specialized in resource-based industries, 
resulting from the abundance of natural resources, coupled with t'ae relative 
scarcity of labor in this sparsely populated area (9). 

Norton and Rues contend that there has been a reversal in the traditional roles 
of American regions. They note that since the mid-1960 1 s, top-of-cycle 
industries have grown faster in the South and West than in the traditional 
core. They also show how the core's competitive losses in bottom-of-cycle 
employment reached floodtide proportions during the 1970 f s (17). The authors 
interpret the shift in employment trends as a transformation in the traditional 
core-periphery relationship, with the South and West emerging as the new core 
of American manufacturing. They do not distinguish between rural and urban in 
their analysis, but one would expect the regional pattern to hold for both 
rural and urban areas. 

Regional Variation in Employment Trends 

Changes in rural manufacturing employment between 1969 and 1984 conform to the 
regional pattern identified by Norton and Rees. Figures 6A through 6C chart 
nonmetro employment levels for the three types of manufacturing industry, by 
region. Consistent with Norton and Rees's conceptualization, top-of-cycle 
employment grew faster in the rural West and South than in rural areas of the 
Northeast and Midwest. The higher growth rate was especially pronounced in the 
rural West, where top-of-cycle employment more than doubled between 1969 and 
1984. Although the rate of increase was not as high in the rural South, it 
nonet': aless grew there at a much higher rate than in the rural areas of the 
traditional core. In fact, the latter experienced a slight decline in 
top-of-cycle employment during this period. It also should be noted that the 
gaps in regional growth rates became most pronounced after 1979. Thus, the 
comparative advantages of the rural West and South as locations for 
top-of-cycle industries seem to have increased in recent years. TJ 

With regard to bottom-of-cycle employment, the rural West again experienced the 
highest growth rate. Growth in the rural South was not substantially different 
from growth in the rural Midwest, however. Southern manufacturers in this 

77 The same regional pattern held for metro areas as well. 
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category apparently were slightly more successful at maintaining their 
employment levels during the early 1980 's than those in the rural Midwest, but 
overall the employment trends are quite similar. The same cannot be said about 
employment trends in tha rural Northeast. The Northeast was the only region in 
which bottom-of-cycle employment declined. 

The regional pattern of changes in resource-based manufacturing is more complex 
than the patterns for the other two types of manufacturing industries. The 
complexity arises mainly from the plummeting of employment levels in we3tern 
resource-based industries in the early 1980' s. The apparent cause of this was 
the glut of oil and other energy resources on the world market since 1980. 

Until 1979, though, resource-based manufacturing employment grew as rapidly in 
the rural West as in the rural South. Moreover, in the late 1970's, their 
growth rates were much higher than in rural regions of the traditional core 
(especially in the rural Northeast, which experienced employment declines in 
resource-based industries as well). 

The regional variations in the performance of rural manufacturing industries 
suggest that the rural manufacturing sector shtfuld not be treated as a 
homogeneous entity. In terms of employment growth, manufacturing industries 
have performed better in the rural West and South than in rural regions of the 
Northeast and Midwest. Furthermore, the highest growth rates in the West and 
South were in the industries that each region had been least specialized in 
historically. The long-term consequences of these employment trends should be 
a more diversified industrial structure in the rural West and South. 8/ The 
Northeast had the worst performance with regard to employment change Tn rural 
manufacturing. Employment declined between 1969 and 1984 in all types of 
manufacturing industries. From the standpoint of growth or stability in 
employment, the rural manufacturing sector did not fare well in the Northeast. 

Employment change is only one dimension of performance, however. Rural 
manufacturing industries in the Northeast may be providing better jobs than in 
other regions. That is, manufacturing jobs in the rural Northeast might have 
more favorable occupational distributions and pay higher earnings than 
manufacturing jobs in other regions of rural America. Conversely, the 
advantage that the rural West and South enjoy in terms of job growth may be 
counterbalanced by the fact that manufacturing jobs in these regions are less 
desirable than in the Northeast or Midwest. 



8/ The structure of the rural manufacturing eector in 1984 was not 
substantially different from the 1969 structure depicted in fig. 5. The rura 
West and South were slightly less specialized in 1984, but the 1969-84 period 
is too short for their employment trends to have significantly altered their 
industrial structures. If the trends should continue over a longer term, 
however, the result would be a much more diverse industrial structure in both 
regions. 
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Occupations and Earnings In The Rural Manufacturing Sector 



The product cycle model Implies that the greatest contrast in occupational 
distributions should exist between top-of -cycle and bottomrof -cycle 
manufacturing industries. The evidence presented in fig. 2 supports this 
aspect of the model, for the urban as well as the rural manufacturing sectors. 
Top-of-cycle manufacturers are distinguished by their greater relative demand 
for professionals and technicians while bottom-of-cycle manufacturers have a 
greater relative demand for operators and laborers. Earnings should be higher 
in top-of-cycle industries as well. 

Analysis of the kinds of Jobs provided by different types of industries would 
be incomplete, however, without considering the division of labor between women 
and men. The differences between the occupations held and earnings received of 
women and men are significant and pervasive. Previous analyses 
have found significant gender differences in occupations and earnings in urban 
as well as rural labor markets, and in markets of various industrial 
specializations OO, 9/ 

Gender and Occupation In Rural Manufacturing Industries 

Gender differences in the occupational distributions of rural manufacturing 
industries undermine the support for the product cycle model reported above. 
Most significant in this respect, only men have a significantly higher 
proportion of top-of-cycle workers employed in professional and technical 
occupations (fig. 7). The proportion of women in these occupations does not 
vary significantly across types of rural manufacturers. Women in top-of-cycle 
industries have a higher proportion employed in craft occupations than women in 
the other two industry types, however. A possible interpretation of this 
pattern is that, while top-of-cycle industries do require a more highly skilled 
female workforce than either bottom-of-cycle or resource-based industries, the 
gender division of labor places women in skilled blue collar occupations rather 
than in the more prestigous (and higher paying) occupations of professionals 
and technicians, which tend to be filled by men. 

An interesting regional pattern exists in top-of-cycle employment (table 3). 
Top-of-cycle industries in the rural Northeast and West have much higher 
proportions of men employed as professionals and technicians than those in 
other regions. This finding may be due to top-of-cycle industries in the rural 
Northeast and West being more urban than in the Midwest and South. Most rural 
areas in the Northeast are relatively close to large metro areas. Similarly, 
growth in top-of-cycle employment was significantly more pronounced in Western 



~97 Race and ethnic differences also are significant and pervasive. However, 
it was not possible to analyze the racial division of labor in rural 
manufacturing because of the small numbers of minorities in rural areas outside 
the South. 
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nonmetro counties adjacent to a metro area than in nonadjacent counties- this 
discrepancy was not as pronounced in the nonnetro Midwest and Sou£h! 10/ 

J?«pf fl f?v other /yP e8 °f rural manufacturing industry, there is regional 
diversity only in women's occupational distributions. Among men, fhe 
occupational distributions of the traditional rural industries are similar 
across regions. Among women, however, those employed in the industry that th» 
rural South and West specialized in historical!? (Lttom-of-cycJe and 
resource-based, respectively) are much more concentrated in operative 

seems^tS^rJ!;^ W ° rki ? g , the8e indu8trie8 *■ tta. other regions. It 

seems, therefore, that women's employment opportunities in southern and western 
rural manufacturing industries are more limited than in northeastern or 
midwestern industries. In addition to women's manufacturing Jobs in the rural 
South and We.t being concentrated in traditional rural induf tries, ?heir joos 
also tend to require low levels of technical skills. 

Variations in Earning s in the Rural Manufacturing Sector 

HZ 1 *?! ""J 1 "?" 18 an ° ther indicator of how ^11 an industry is performing. 

Job" £. M^pr 8 tr r8PeC J 1Ve ' Uvel ° f earnlng8 indicate8 the *»*l"y of s 8 
Job. the higher the earnings, the better a job is, other things being equal. 

I^rnTn^ 8t £ iklng C0 ?J ra " in ave ™«e earnings is between men's and women's 
l ™<T;.u V Tl W ° rklng lD t0 P-° f ^^le industries in the rural NortSetst 



receive the highest average earnings (table 4), but this average is essentially 
equal to the average of the lowest paid men (bottom-of-cycle workers In Ite 
rural South) . Part of the gender gap in earnings can be explained ly the 
tendency for women to be concentrated in occupations with lower skill 
requirements than is true for men; however, the gender gap in earnings exists 
within occupational groups as well (see below). "lungs exists 

Average earnings vary by occupation as well as by region, gender, and industry 
Indeed the variations in earnings could be attributable tHiff fences in 
occupational distributions, since occupations are grouped according to tyL 
snd levels of skill U6). Examination of average earnings of occupation^ 
(taWe 8 ;° W8 i/ h0Wever ' that eignificant gender and regional differences remain 



Th^ / ..f" aU8 ? 2 1 J oitat J on « ^ space, the specie findings are not reported, 
^^'^i^s aUth ° r ^ reqUe8t * Ha " n and "po?t 

III Small sample sizes do not permit a detailed analysis of earnings of 
occupations within specific type of manuf acturiug industry. Many of fhe cell 
sires are too small for reliable estimations of average earnings! The pattern 
of the estimates suggests, however, that regional differences in earnings are 
SSiJ re l at6d J° OCCU P ational distributions of rural manufacturing 

Z r regi0n * V T tra8t ' men insistently earn more than'women, 
even within the same occupational group, industry, and region. 
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Gender differences clearly are the most significant. Men earn substantially 
more than women In all but one occupational and regional comparison (operatives 
In the rural Northeast). Moreover, the gender gap In earnings Is especially 
large among managers and professionals, the occupational groups that receive 
the highest earnings. This is true in all rural regions. Thus, not only are 
women more concentrated than men in manufacturing jobs that require low levels 
of technical skill, but women earn less than men even when they have jobs 
within the same occupational group. 

Gender differences also are evident in the pattern of regional variations of 
occupational earnings. Men in the rural Midwest have high earnings relative to 
men in the other regions, but midwestern women have relatively low earnings. 
Another gender difference in the regional pattern of occupational earnings 
involves southern professional and technical workers. Southern men employed as 
prof essionals receive low earnings relative to those in other regions. By 
contrast, female professionals in the rural South have relatively high 
earnings. Although the last point implies that southern manufacturing 
'...Justrles have provided high-paying jobs to professional women, note that the 
lowest average earnings in the whole table is for female operatives in the 
rural South. Recall, too, that 80 percent of southern women employed in 
bottom-of -cycle industries work as operatives. Thus, while the rural 
manufacturing sector in the South seems to have performed well for women with 
professional and technical skills, for most southern women, it has not. 

The overall regional pattern of occupational earnings suggests that 
manufacturing workers in the rural Northeast receive relatively high 
earnings, on average. This is especially true for professional and technical 
workers. Northeastern men and women employed in these occupations receive 
higher average earnings than their counterparts in other regions. 
Interestingly, rural West professional and technical workers receive the lowest 
average earnings among the four regions. Although the occupational 
distributions of top-of-cycle manufacturing industries implied a similarity In 
the relatively high demand for professionals and technicians in the Northeast 
and West, workers in these occupations are paid much better in the rural 
Northeast than in the rural West. 

Conclusions 

The rural manufacturing sector has not only maintained Its employment levels 
since 1969, but it has expanded. This is in sharp contract to the urban 
manufacturing sector, which has lost employment since 1969. However , the jobs 
being provided by rural manufacturing industries have a greater proportion of 
lowsr paying jobs compared with those provided by urban manufacturing 
industries. 

The key to the urban sector's advantage in the quality of manufacturing jobs 
seems to be that more top-of-cycle industries are located there. A major 
reason for this is the comparative advantages of urban places for industries in 
the early phases of a product's cycle. Nonetheless, the fact that top-of-cycle 
industries are growing in rural areas (and at a slightly higher rate than in 
urban areas) suggests that rural places can prove attractive to 
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top-of-cycle industries. Fscilitsting the locstion of more top-of-cycle 
industries in rural areas would seem to require policies to improve the skill 
levels of rural workers. 

It also is important to recognize the regional diversity in the rural 
manufacturing sector when evaluating its performance. The performance of rurti 
manufacturing industries varies widely across regions. Industries in the rural 
West have fared quite well, in terms of emplo^ ~mt growth as well as the 
quality of jobs provided. In the rural South, manufacturing industries have 
done well in expanding the number of jobs, but the jobs being provided are not 
as high in quality as in other rural regions. The lower quality of southern 
manufacturing jobs seems especially true for women. The rural manufacturing 
sector has been less ,H.e to maintain its employment levels in the rural 
Northeast and Midwest *.nan in the other two regions, but the quality of jobs 
still provided in the rural Northeast and Midwest compares favorably with those 
in the rural West and South. 

Many of the manufacturing jobs in the rural Northeast and Midwest are 
relatively high quality, thus their loss poses a serious problem for 
development of rural communities in these regions. State government policies 
that facilitate the maintenance of these industries, perhaps by improving Lheir 
productivity and competitiveness, might be considered. Such policies might 
also recognize that related proaucer service industries are unlikely to prosper 
when basic manufacturin is declining. In the rural South, the challenge is to 
upgrade the industrial and occupational strictures that currently exist. 
Policies designed to improve skill levels o. rural workers ire likely to have 
their greatest impact when targeted to the rural South. The rural West seems 
to require very little policy initiative, as market forces seem to be creating 
favorable performance on both dimension > among its manufacturing industries. 

Finally, rural manufacturing has performed quite differently for men and women. 
To the extent that gender equality is a policy goal, policies need to address 
the sexual division of labor rural manufacturing industries. Achievement of 
this goal would seem to require a twofold approach. On the one hand, women 
need to have greater access to the skilled jobs within the rural manufacturing 
sector. This would contribuce to greater equality in working conditions as 
well as in earnings levels. On the other hand, the fact that women within the 
same occupation as men generally earn less suggests a need for greater equality 
in the returns that men and women receive for their skills. 
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Table 1 — Classification of manufacturing industries If 



SIC Type industry 



Top-of-cycle: 

27 Printing, publishing and allied industries 

28 Chemicals and allied products 

35 Machinery, except electrical 

36 Electrical machinery 

37 (x) 2/ Transportation equipment, except motor vehicles 

18 Instrument and related products 

Bo 1 1 om-of -eye le : 

22 Textile mill products 

23 Apparel, other textile products 

25 Furniture and fixtures 

37 Rubber and miscellaneous plastics products 

31 Leather and leather products 

32 2/ Stone, clay, glass and concrete products 

33 2/ Primary metal industries 

34 fabricated metal products, except machinery 
371 Motor vehicle transportation equipment 

39 Miscellaneous manufacturing industries 

Resour ce -bated : 

27 Food and kindred products 

21 Tobacco manufactures 

24 Lumber and wood products, except furniture 

26 2f Paper and allied products 

29 Petroleum refining and related industries 



If The classification is based on Maskus 1 (14) specification of 
Hufbauer and Chilas 1 model for American manufacturing industries. 
The original model was developed for an analysis of European 
industries, 

2/ 2-digit SIC industries assigned arbitrarily, based 
employment distributions among 3-digit industries within the broader 
category • 
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Table 2 — Employment in metro and nometro areas, for selected years, 



Type of 
Industry 



Metro 



Nonmetro 



Proportion of 
nonmetro 
employment 



Wage and salary: 
1969 
1979 
1984 

Manufacturing: 
1969 
1979 
1984 

Top: 
1969 
1979 
1984 

Bottom: 
1969 
1979 
1984 

Resource : 
1969 
1979 
1984 



- Number - 



63,656,262 
77,610,904 
82,246,274 



16,420,426 
16,579,980 
15,190,115 



6,877,049 
7,484,621 
7,416,222 



6,858,219 
6,735,580 
5,606,734 



2,410,606 
2,359,779 
2,167,157 



14,739,738 
18,720,096 
18,854,726 



3,849,574 
4,432,928 
4,220,887 



1,003,951 
1,274,379 
1,181,778 



1,818,781 
2,113,420 
1,958,266 



985,394 
1,132,221 
1,080,843 



Percent 



18.8 
19.4 
18.6 



19.0 
21.1 
21.7 



12.7 
14.5 
13.7 



21.0 
23.9 
25.9 



29.0 
32.4 
33.3 



Source: Bureau of Economic Analysis Employment Tapes. 
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Table 3— Men 1 8 and vr En's occupations in rural manufacturing industries 
fen- 



Northeast Midwest m 

Occupation Top Bottom Resource Tbp Bottom Resource 



Percent 



Managers 


5.4 


10.6 


3.4 


7.4 


5.0 


7.5 


Professionals 


18.6 


3.4 


1.4 


10.8 


3.4 


0.7 


Sales and clericals 


9.3 


4.6 


10.1 


14.0 


6.3 


6.3 


Craft 


29.6 


15.4 


30.3 


26.0 


22.9 


10.3 


Operatives 


31.9 


49.8 


31.4 


35.0 


47.7 


37.6 


laborers and servim 


5.2 


16.3 


23.4 


6.8 


14.8 


16.6 


Total 


143,665 


166,183 


69,614 


357,109 


499,860 


267,913 



South Vtet 

Occupation Tty Bottom Resource Top Bottom Resource 



Percent 



Managers 


5.8 




2.7 


13.6 


19.1 


2.4 


Professionals 


12.2 


6.2 


2.9 


17.1 


5.1 


2.6 


Sales and clericals 


3.6 


5.1 


4.7 


6.2 


2.9 


0.4 


Craft 


29 6 


22.0 


30.6 


39.4 


14.4 


24.5 


Operatives 


35.1 


47.C 


43.0 


19.1 


46.8 


49.1 


Laborers and service 


8.8 


15.2 


15.9 


4.5 


11.7 


20.9 


Total 


371,119 


593,962 


432,529 


54,460 


41,236 


128,300 



— Continued 



3-19 



Table 3 -Men's and wanen's occupations in rural manufacturing industries— continued 
Women — 



Occupation 




Northeast 






Midwest 




Top 


Bottom 


Resource 


Top 


Bottom 


Resource 








Rarcent 








Managers 


9.0 


5.1 


17.8 


6.4 


0.8 


3.9 


Professionals 


5.3 


3.1 


2.1 


5.2 


3.7 


3.3 


Sales and clericals 


34.2 


20.6 


17.7 


35.0 


12.5 


20.1 


Craft 


15.5 


4.7 


2.4 


20.6 


8.6 


10.2 


Operatives 


30.7 


62.6 


32.5 




A7 7 
0/./ 


/. 1 /. 


laborers and service 


5.3 


3.9 


27.6 


3.3 


6.7 


21.1 


Total 


69,765 


91,735 


29,220 


190,608 


268,550 


102,301 


Occupation 




South 






ncSL 




Top 


Bottom 


Resource 


Top 


Bottom 


Resource 








Percent 








Managers 


1.2 


0.6 


2.9 


4.1 


12.3 


1.6 


Professionals 


8.6 


1.6 


2.3 


4.6 


4,2 


3.2 


Sales and clericals 


23.9 


8.9 


21.5 


53.4 


16.7 


25.5 


Graft 


17.6 


5.1 


20.8 


27.1 


6.7 


1.2 


Operatives 


38.9 


80.7 


25.0 


10.7 


52.3 


50.4 


laborers and service 


9.8 


3.1 


27.4 


0.0 


7.7 


18.1 


Total 189,124 


572,498 


140,167 


28,941 


20,594 


57,568 



Source: 1986 Current Population Survey. 
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Table 4 — Average earnings of full-time rural manufacturing workers, 1986 



Type of 

industry Northeast Midwest South West 

and sex 

Dollars 

Men: 

Top 22,737 24,533 22,855 25,855 

Bottom 19,857 22,642 17,142 20,925 

Resource 23,138 21,605 20,865 22,475 

Women : 

Top 17,649 14,508 14,149 13,113 

Bottom 13,218 12,714 10,108 10,197 

Resource 14,890 14,161 12,079 13,692 



Source: 1986 Current Population Survey. 
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Table 5-- Average earnings of full-time occupations in rural 
manufacturing industries, 1986 



Type of 

occupation Northeast Midwest South Wtst 

and sex 



Dollars 



Men: 



Managers 


34,794 


35,668 


32,556 


30,048 


Professionals 


32,289 


31,868 


28,426 


26,670 


Sales and Clericals 


20,620 


24,870 


22,083 


23,388 


Craft 8 


22,627 


23,533 


21,841 


26,635 


Operatives 


16,716 


19,607 


17,004 


21,021 


Laborers and Service 


18,812 


16,971 


13,281 


14,813 



Women: 



Managers 


16,684 


13,525 


15,864 


19,356 


Professionals 


21,051 


15,140 


19,205 


12,249 


Sales and Clericals 


11,622 


15,316 


12,985 


13,641 


Crafts 


14,832 


14,056 


14,452 


12,329 


Operatives 


17,458 


12,788 


9,846 


12,060 


Laborers and Service 


13,218 


11,841 


10,291 


12,134 



Source: 1986 Current Population Survey. 
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FIGURE 1 

EMPLOYMENT IN METRO AND NONMETRO AREAS 
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FIGURE 2 

OCCUPATIONS IN MANUFACTURING INDUSTRIES 
METRO AND NONMETRO AREAS 



METRO NONMETRO 




Top Bottom Resource Top Bottom Resource 



1771 K3 E22 ES3 KS BH 

Laborers & Operatives Crafts Sales & Profes- Managers 

Service Clericals sionals & 

Technicians 



SOURCE: 1986 Current Population Survey. 
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FIGURE 3- 

TYPES OF MANUFACTURING EMPLOYMENT 
IN METRO AND NONMETRO AREAS 




FIGURE 4A. 
TOP-OF-CYCLE" MANUFACTURING 
IN METRO AND NONMETRO AREAS 




SOURCE: Bureau of Economic Analysis tmployment Tapes. 
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FIGURE 4B 
TBOTTOM-OF-CYCLE" MANUFACTURING 
IN METRO AND NONMETRO AREAS 




YEAR 



METRO 



NONMETRO 



SOURCE: Bureau of Economic Analysis Employment Tapes. 



ERIC 



3-27 



FIGURE 4C 
"RESOURCE-BASED" MANUFACTURING 
IN METRO AND NONMETRO AREAS 




METRO 



YEAR 



NONMETRO 



SOURCE: Bureau of Economic Analysis Employment Tapes. 
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FIGURE 5: 

TYPES OF MANUFACTURING EMPLOYMENT 
IN NONMETRO REGIONS 
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FIGURE 6A. 

TOP-OF-CYCLE" MANUFACTURING 
IN NONMETRO REGIONS 
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SOURCE: Bureau of Economic Analysis Employment Tapes. 
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FIGURE 6B. 
"BOTTOM-OF-CYCLE" MANUFACTURING 
IN NONMETRO REGIONS 
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SOURCE: Bureau of Economic Analysis Employment Tapes. 
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FIGURE 6C 
"RESOURCE-BASED" MANUFACTURING 
IN NONMETRO REGIONS 
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FIGURE 7. 
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CHAPTER 4 



PERFORMANCE OF THE AGRICULTURAL SECTOR 
Donn Reimund and Mindy Petrulis 



Abstract. Macro and international economic conditions, farm 
programs, and technological innovation have been the major external 
forces affecting the performance of the agricultural sector over the 
past few decades, contributing to increased output and reduced 
employment levels. Prior to 1981, a major portion of the increased 
output was absorbed by expanding export markets. Since 1981, 
changing macroeconomic and international environments have led to 
falling exports, which in turn has been a principal contributor to 
the farm and rural financial crisis of the 1980 f s. Continued 
productivity increases in both the farm and off-farm agricultural 
industries indicate that the sector will not contribute to rural 
employment growth in the forseeable future. 

The U.S. agricultural sector has undergone a dramatic transformation in a 
single generation. U.S. farms became the world's most productive, U.S. 
consumers came to spend the lowest proportion of disposable income for food of 
any industrialized nation* and exports of agricultural products became 
America' 8 largest single source of foreign exchange earnings. But the 
transformation of agriculture also changed thr nature of U.S farming and the 
character of rural America. Nearly four-fifths of the farm population left 
farming between 1940 and 1980, one of the largest voluntary mlgr; tlons in 
history. Farm numbers fell to a third of their mid-1930 f s peak, average farm 
size nearly tripled, a r id farms became more specialized and industrialized. 
As U.S. farming has become more industrialized, the production, marketing, and 
financial structure of agriculture have become increasingly interdependent. No 
longer is farming insulated from developments in the rest of the Nation and the 
world. Farming is a complex business, highly dependent on and linked to 
supporting input supply industries, food and fiber processors, distributors, 
retailers, and domestic consumers and international trade. The agricultural 
sector currently accounts for 17.5 percent of GNP and 18.5 percent of civilian 
employment (2).JL/ 

This chapter examines the performance of the agricultural sector both at the 
farm and nonfarm agribusiness levels. The chapter begins with a brief 
discussion of the roles played by macro and international economic conditions, 
farm programs, and technology in shaping the structure and performance of the 
sector. This is followed by sections analyzing recent developments in the 
structure and performance at the farm and nonfarm levels. Changes in 
employment levels, the causes of these changes, and the potential of the 
agricultural sector as a source of future rural employment are emphasized. 



Donn Reimund is an agricultural economist in the Agricultural and Rural 
Economy Division, ERS. Mindy Petrulis is an economist in the same division. 

1/ Underscored numbers in parentheses refers to sources listed in the 
References section at the end of the chapter. 
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Macroeconomic and International Environment 



The Impact of macroeconomic policy and the growing reliance of U.S. agriculture 
on the world economy has been most dramatic In the past decade. Throughout the 
1970 f s, there was a rapid expansion of U.S. agricultural capacity as farmers 
took advantage of accelerating Inflation and very low to negative real Interest 
rates (the nominal Interest rate minus the Inflation rate). The value of the 
dollar was also generally low, making American products relatively cheap, and 
the value of agricultural exports expanded more than fivefold during the 
period. 

Farmers responded to these favorable conditions by borrowing heavily to invest 
.in new capital equipment, new production techniques, and increasingly expensive 
farmland. In this environment of rapid expansion, farm productivity continued 
to accelerate , U.S. agricultural production surged, and agribusinesses and 
farm-based communities and regions prospered. 

By the early 1980*8, the factors that had given rise to economic expansion of 
the 1970 f s had reversed direction. Worldwide recession and the rise in the 
value of the dollar reduced the export demand for U.S. products. At the same 
time, relatively high loan rates for U.S. farm commodities, which set a floor 
under domestic prices of government supported farm commodities, provided 
incentives to other countries to substantially increase their grain supply. By 
1984, these factors combined to sharply lower farm commodity prices, reduce 
farm income, and cut U.S. farm exports by 13 percent from their 1981 peak. On 
the cost side, farmers were hurt as inflation was slowed oy stringent monetary 
controls, real interest rates rose to unprecedented levels of 8 to 10 percent, 
and prices paid by farmers began to exceed the prices they received. 

With the passage of the Food Security Act of 1985, farm commodity prices have 
not risen, but commodity exports have started to increase, and land values have 
etarted to stabilize. Although recovery is underway, it is improbable that the 
farm economy will recover to the unprecedented levels of the mld-1970 f 8 through 
1981 period in the near future. The adjustments that have occurred since 1981 
have brought the farm sector, particularly land values, to levels more in line 
with historic trends. Although there are indications that land values are 
stabilizing at more sustainable levels, employment losses have continued in the 
farm sector, agricultural input industries, and agricultural processing and 
marketing industries. Moreover, economic revival in the farm-dependent States 
and regions has been slowed by the sluggish recovery of other industries, 
especially manufacturing, from the 1980 and 1981-82 recessions. Slow growth in 
nonfarm industries has made it difficult for farmers who rely on the nonfarm 
economy to supplement their farm income, and at the same time, has prevented 
workers displaced from farming and farm-related business from finding other 
jobs. 

Federal Farm Programs and Policies 

The Food Security Act of 1985 supports prices for wheat, feed grains, cotton, 
and rice through nonrecourse loans. Income support is provided through target 
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prices and deficiency payments. Supply control is achieved through acreage 
reduction programs that include land set-aside and paid land diversion 
programs* Farmers must participate in the acreage reduction programs to be 
eligible for price and income supports. A principal objective of the 1985 
legislation is to improve the competitive position of U.S. agricultural 
exports. This is accomplished by setting commodity loan rates at levels that 
reflect world prices. 

Federal farm programs, particularly the commodity price support and supply 
control programs in existence since the 1930 's, affect the structure and 
performance of the agricultural sector in at least two important ways. First, 
the price and income stabilization provisions reduce farmers 1 price risks by 
shifting them to the taxpayers (government). This encourages farmers to 
undertake financial risks for farm expansion and capital investment 
that they might otherwise be reluctant to do. Second, the supply control 
provisions (specifically acreage reduction programs), by restricting a specific 
factor of production, have caused farmers to alter their input mix in a mannar 
that has dramatically increased per-acre yield* of program crops. 

Because the level of benefits received from commodity programs is directly 
related to volume of output, the programs favor large farms and encourage farm 
enlargement. In this context, the programs have led to the growth of farm 
size. Commodity programs have contributed to increased crop yields, since 
farmers take their poorest land out of production to comply with 
acreage control provisions. The price support provisions truncate farmers' 
downside price risk and provide an incentive to adopt yield-increasing 
production practices. The incentive to increase yields was addressed by the 
1985 Farm Bill as program payment yields were allowed to be frozen and loan 
rates were allowed to be reduced so they did not interfere with the market. 

Technology 

Technological innovations in agriculture over the past few decades fall into 
two basic classes — those that raise yields, and those that reduce labor. 
Yield-increasing innovations include improved, higher yielding crop varijties 
and improved livestock and poultry strains with faster growth rates or better 
feed conversion ratios. Labor-reducing innovations involve substituting 
mechanical power or chemicals for labor, and include improved and larger 
machinery, mechanized harvesting of several crops, mechanized or automated 
livestock- and poultry-feeding systems, and chemical herbicides that reduce the 
labor required to control weeds and pests. These technological innovations 
greatly affected the organization and performance of the farm sector, reducing 
costs, and increasing output and farm size. This has allowed fewer farms to 
produce a larger output at lower real costs now than was possible a few years 
ago. 

Technological Innovation will continue to play a leading role in shaping the 
structure and performance of the food and fiber system. At the farm level, 
however, biotechnological innovations will be emphasized. Biotechnology 
related to animal agriculture is further advanced than that related to crop 
agriculture. Such applications as bovine growth hormone and embryo transfer in 
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cattle are in the early stages of commercial introduction. The most immediate 
application of these technologies will be in dairy production, where they have 
the potential for increasing productivity by as much as 20 percent or more (3). 
This will have a major effect on the structure and performance of this 
industry. The likely result could be a dramatic reduction in the number of 
dairy cows and dairy farms, primarily concentrated among small and moderate 
sized dairy farms. 

Farm Structure and Performance 

Technology, government programs, and macroeconomic conditions have combined to 
cause dramatic changes in the structure and performance of the farm sector 
since 1950. This section looks at the magnitude of these changes, how they 
came about, and the possible future direction of farm structure and 
performance. 

Farm Structure 

T he ,2o? ine8 ln the nunber 0f farms from 5 ' 65 »iHion in 1950 to 2.21 million 
;Li ?~ the accom P an y in 8 increase in average farm size from 213 acres in 
1950 to 455 acres in 1986 are the most visible farm sector structural changes 
(table l— see tables at end of chapter). 

Labor-reducing technology, including mechanization and higher capacity 
machinery, along with chemical herbicides and pesticides, was a major force 
contributing to the change in farm structure during 1950-86. These innovations 
provided a strong incentive for farm expansion by increasing the amount of land 
Hill }!* L a ° , indiv " ual farner - Uso, the larger, high-capacity machinery 
being introduced could not be operated profitably on small acreages, but did 
decrease per unit production costs when used on larger farms. Federal farm 
programs, at le^t those for program commodities, facilitated farm size jrrowth 
by providing price stability, thereby reducing the financial risks faced by 
farmers incurring capital expenditures for farm expansion. 

An immediate result of the growth in farm size has been increased concentration 
of output on larger farms. By 1982, according to the latest Census of 
Agriculture, the 1.2 percent of farms with gross sales of $500,000 or r re 
accounted for nearly a third of the total sales of agricultural commo ies. 
The percentage distribution of product sales for 1959 and 1982 shows a 
substantial shift of product sales toward the larger end of the farm size 
distribution between the 2 years, even though product sales were already fairlv 
concentrated in 1959 (fig. i~ 8e e figures at end of chapter) The Gi^ilx " 
which measures concentration, increased from 0.663 in 1959 to 0.773 in 1982.2/ 



h<tL A ^gher value of the Gini index, which has a range from 0.0 (uniform 
distribution of sales across all farms) to 1.0, indicates an increased level of 
concentration. 
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Farm Sector Productivity 



The relationship between total output and total Input Is an Important measure 
of farm sector performance. The Index of total output from the farm sector 
nearly doubled between 1950 and 1984, while the Index of total Input was 
stable. The result was a near doubling of overall productivity In the farm 
sector (fig, 2), The principal factor underlying this growth in productivity 
was technological change. Mechanization, higher capacity machinery, and 
irrigation all enhanced the productivity of land and labor, encouraged the 
substitution of capital for labor, and led to a large migration from 
agriculture. 

Farm labor productivity increased dramatically during 1950-84, while labor 
input fell Just as dramatically (fig. 3). The falling labor reouirement was 
spread across all types of agriculture although not evenly. The labor hours 
required to produce a bale of cotton, for example, fell from 74 in 1955-59 to 5 
in 1980-84, a decline of 93 percent, while the labor required to produce 100 
bushels of soybeans fell 48 percent from 23 hours to 12 (table 2). Land 
productivity also increased, as yields for most major crops rose. The largest 
yield increases were registered by feed grain crops (table 3). 

Although both total land in farms and harvested cropland were relatively stable 
from 1950 through the early 1980 f s, the increasing productivity of land 
resulted In substantial increases in total crop output. Growth in total 
domestic consumption was primarily related to population growth. U.S. 
population increased by 56 percent from 152 million in 1950 to 237 million in 
1984, but the acres of harvested cropland needed to meet domestic needs fell 
from 295 million to 237 million acres (fig. 4), Expanding exports absorbed a 
substantial amount of the increasing production prior to 1980. Cropland used 
for producing export products increased from 50 million acres in 1950 to 137 
million in 1980, and was 111 million in 1984. Nearly one of every three 
harvested acres was devoted to producing crops for export in 1964, compared to 
about one of seven in 1950. 

The level of farm product exports declined during the first half of the 1980 ? s, 
however, largely as a result of increased world production, unfavorable 
exchange rates, and worldwide economic recession. These international economic 
conditions have contributed to the U.S. farm financial crisis of the early and 
mid-1980 v s. 

Farm Operator Income 

Farm operator income is another important indicator of farm sector performance. 
Two aspects of this income are relevant: (1) the relationship between farm 
operator income and income of the nonfarm population, which measures how well 
farm operators are doing relative to nonfarm workers, and (2) the distribution 
of income within the farm sector. 

In aggregate, farm operator family income from all sources has compared 
favorably with the median income of all families (table 4). However, 
throughout the 1970 f s and into the mid 1980 f s, well over half of farm family 



income was derived from off-farm sources. Consequently, the availability of 
off-farm employment or other sources of income is very important to the total 
income of many farmers. If the average farm family had to rely solely on farm 
income through most of the 1970's and 1980's, their totsl income would hsve 
been less than half the median income for all U.S. families. 

Since the 1960 's, fsrm-generated income has shifted toward the larger end of 
the farm size distribution. In 1965, farms with gross sales of $100,000 or 
more accounted for slightly over 1 percent of all farms and received 10 percent 
of net farm income. In the 1980's, farms with gross sales of $500,000 or more 
accounted for slightly over 1 percent of all farms, but received from 55-60 
percent of total net farm income (table 5). Furthermore, farms with gross 
sales of less than $40,000 have, in aggregate, had negative net farm income 
during the 1980's. 

When off-farm income is taken into consideration, total farm operator income is 
more evenly distributed, although it is still highly skewed toward the larger 
farm size (table 6). Sales classes above $100,000 gross sales have had average 
total family income well above the median income of all families since the 
mid-1960's. However, average total family incomes of smaller sii:ed commercial 

<$40,000-$99,999 gross sales) have fallen well below the median in the 
1980 s, due to lower net farm incomes. Operators of small noncommercial farms 
(less than $40,000 gross sales), although encountering consistent negative net 
farm incomes through the 1980's, have improved their average total incomes 
relative to the median income, as a result of improving levels of off-farm 
income . 

Although, average total farm income in aggregate has compared favorably with 
*?nn n ^i an family income level » onl y fara families on the largest farms with 
$100,000 or more gross sales have equaled or exceeded the median family income 
level in recent years. Farms in these sales classes currently constitute less 
than 15 percent of all farms. 

Farm Sector Employment 

The technological and other changes since 1950 hsve severely affected the level 
of farm sector employment. Nesrly 10 mi' lion workers, including both family 
and hired workers, were employed in the fsrm sector in 1950 (table 7). By 
1980, this number had dropped to 3.7 million. Family workers ffarm operators 
snd unpaid family members) accounted for most of thin decline. The number of 
fsmily workers on fsrms fell by 5.2 million, accounting for 84 percent of the 
total decline. The number of hired workers declined from 2.3 million in 1950 
to 1.3 million in 1980. This loss in farm employment, particularly among farm 
operators and their family members, was s principal reason why rural population 
growth rates lagged behind those of urban areas from the 1950' s through the 
esrly 1970's. 

There is nothing on the horizon to indicste sny nesr-term turnaround in fsrm 
employment trends. Continuing adoption of currently available labor-reducing 
technology points towsrd further drops in farm numbers and employment. Over a 
longer period, the infusion of emerging biological, information, and mechanical 
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technologies may accelerate the decline In farm numbers. The Office of 
Technology Assessment projects a significantly higher adoption rate of these 
technologies by the largest farms compared with smaller farms (3)- This would 
ituiae a further deterioration In the competitive position of smaller farms, 
hasten v'heir decline, and reduce the numbers of operators and family members 
employed ci r%rms. 

Recent Financial Situation 



The material well-being of farm families can be measured by both their family 
i^omes and equity or net wortn In their farms. There Is a common perception 
that declining farm Income Is a leading cause of the farm financial crisis of 
the early and mld-1980's. However, total net farm Income (before Inventory 
adjustment) has r. wined at about the same levels as during the late 1970 9 s. 
Growing off-farm income, combined with farm-generated Income, has kept the 
average total Income of farm families at levels comparable with the median 
Income for all families throughout the first half of the 1980 9 s. Consequently, 
low farm operator Income In aggregate would not seem to be a major cause of the 
financial crisis. 

Nonetheless, a substantial number of farmers have had Income problems during 
the 1980*8 . Analysis of farm Income data obtained In the 1984 Farm Costs and 
Returns Survey Indicates that IS percent of the farm households surveyed had 
negative total Income from all iources and that an additional 18 percent had 
total Incomes that were positive but below the poverty level (1). Low-Income 
farm households were heavily concentrated among the smaller farm sizes (gross 
farm sales less than $40,000), suggesting that low farm family incomes may be 
related to an inadequate resource base. 

A steep drop in farm operator equity has been the most pervasive problem 
associated with the farm financial crisis of the 1980's. Declining farm asset 
values, particularly land values, have been the major contributor. In some 
parts of the upper Midwest, land values have declined by uearly 60 percent 
since 1981, with most of the changes occurring in 1984 and 1985. These 
declines have seriously affected the creditworthiness of farmers, and have in 
some cases forced farms that entered or expanded in the 1970 's into technical 
insolvency. Land values now are at mid-1970 •s levels in nominal terms and at 
mid-1960 1 8 levels in r»il terms (fig. 5). 

The declines in farm operator equity and farm asset values are in sharp 
contrast to the 1960's and 1970*8 when both rose steadily. Many farmers, 
particularly during the 1970 's, counted on continued increases in farmland 
value to increase their equities, which could then be used as collateral for 
farm expansion or to meet current cash flow requirements. For farmers who 
engaged in this leveraging strategy during the late 1970 f s, when farmland 
values neared their peak, all that was needed to bring on a financial crisis 
was for farmland inflation to er.i. 

Because of falling asset values, farm operator debt-asset ratios soared after 
1980 even though farm debt fell slightly. The result of this was that farmers 




with high debt levels, no longer able to finance their current cash flow needs 
from rising asset values, encountered cash-flow problems which became more 
severe as asset values continued to decline. In many cases, current farm 
Income was insufficient to meet cash-flow needs, and declining equities 
precluded further borrowing. Consequently, many farmers were forced to 
liquidate all or part of their farm assets to cover operating and debt 
servicing needs. As of January 1, 1986, financial stress was greatest: 

o in the Lake States and Northern Plains 
o on farms with gross sales of $40,000-$250,000 
o on dairy and cash grain farms (Table 8). 

The 1980*8 farm financial crisis clearly was not brought on by low farm 
incomes, but rather by falling farm asset values. What, then, caused asset 
values, which had risen steadily during the prior two decades, to turn around 
suddenly? One of the immediate factors was that farm product exports, which 
had been increasing at a rate of over 8 percent per year in the 1970's, started 
to decline after 1980. This was due to increased world production and a rapid 
increase in the exchange value of the dollar, which made U.S. farm products 
relatively more expensive to foreign customers. The trade-weighted value of 
the dollar declined throughout the 1970*8 but abruptly increased to nearly 
double its 1979 value during the first half of the 1980 f s. This, in turn, was 
partially the result of high real interest rates which overtook the economy as 
inflation was brought under control by a combination of tight monetary policies 
and stimulative fiscal policies. 

These policies, coupled with the deregulation of financial markets starting in 
1980, rapidly raised real interest rates from their historic levels of 1-2 
percent up to an unprecedented 8-10 percent. As a result of all o p these 
reversals, farmland values (which depend strongly on international market 
conditions, future expectations for income growth, and the real cost of credit) 
rapidly switched from growth to decline. The root causes of the change were 
much more conditioned by macro policies— tight monetary policy, stimulative 
fiscal policy, and financial market deregulation— than they were by 
agricultural incomes or policies. Agriculture is sensitive to both high 
exchange rates and high interest rates. Thus, agriculture felt doubled effects 
of these macro policies, but mostly through changes in the value of assets and 
relatively little through declining aggregate farm income. 

The 1980 f s farm financial crisis has had its largest impact on export-oriented 
commodities— food grains, feed grains, and cotton— and on the regions that 
specialize in producting these commodities. The steepest declines in land 
values have occurred in the corn- and soybean-producing Corn Belt States, the 
wheat-producing Great Plains, and the cotton- and rice-producing Delta States. 

With recent declines in the exchange value of the dollar and the real interest 
rate, price3 of farmland should strengthen, or at least stabilize. However, 
exchange rates for agricultural products, relative to our competitors and 
trading partners, have not improved as much as other exchange rates. In 
addition, interest rates on farm loans have not dropped as much as for some 
othor sectors because of perceived increases in the riskiness of farm loans. 
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And finally, a significant amount of farmland is currently held by lenders and 
farmers in financial stress, which tends to overhang the market and depress 
farmland prices* Thus, while agricultural land market fundamentals point to a 
strengthened land market, there may be another year or two of declines in parts 
of the country, but probably not as steep as in 1984 and 1985. 

Agriculture's Link to the Economy of Rural Areas 

The food and fiber system accounts for an important part of the nonmetro, or 
rural economy. It Includes employment in farming and all businesses that 
support the delivery of food, clothing, shoes , and tobacco to domestic and 
foreign consumers. The system, with about 34 percent of the jobs held in 
nonmetro areas by the civilian labor force in 1975, still accounts for nearly 
31 percent, or 6.2 million, of the jobs in nonmetro America (table 9). Of 
these 6.2 million jobs, about 43 percent, or 2.7 million, are in farm 
production—farmers, hired farmworkers, or agricultural services. Most of the 
remaining jobs are in agricultural input industries (3 percent), agricultural 
marketing and processing industries (18 percent), and food and fiber 
wholesaling and retailing (28 percent). 

Agricultural production has always had strong downstream links (food 
transportation, processing, marketing) and upstream links (farm input 
suppliers) to local, regional, and national markets. Nearly two-thirds 
of the jobs in the farm sector are located in nonmetro areas, while three- 
quarters of the jobs in the other agriculture-related industries are 
concentrated in metro areas, showing strong agricultural linkages between rural 
and urban economies* These links are also quite important within the nonmetro 
economy, since nearly 49 percent of the jobs in agricultural input industries 
and 35 percent of the jobs ia agricultural processing and marketing industries 
are located in nonmetro areas. 

Regional Concentration of Agribusiness 

The food and fiber system is an important source of rural jobs in every farm 
production region, particularly in the rural economies of the Northern Plains 
where the farm sector and agriculture-related industries accounted for nearly 
37 percent of local nonmetro employment in 1984 (table 10). In the other farm 
production regions, this percentage ranged from 24 percent in New England to 34 
percent in the Lake States. 

The relative importance of farming and particular agribusiness sectors, 
however, does vary regionally. For example, in 1984, the Corn Belt had 
the largest share (18 percent) of total food and fiber jobs in nonmetro 
America, as well as the largest share in farm production jobs (20 percent), in 
agricultural input industries (25 percent), and in food and fiber wholesale and 
retail trade (16 percent). Appalachia, on the other hand, claimed the largest 
share (29 percent) of the jobs in the agricultural processing and marketing 
industries (primarily textiles and apparel). In contrast, the Pacific States 
had the smallest share of nonmetro jobs in farming and in every agribusiness 
sector. 



Employment growth trends in the nonmfcro economy suggest thst specialization in 
agriculturally related industries has been a mixed blessing for many rural 
residents. The food and fiber system is one of the major employers in rursl 
America. But with tha exception of food and fiber wholessle and retail trade, 
the agricultural complex comprises slow-growth or declining industries, st 
least in terms of employment. 

The 1975-81 Employment Expansion 

As the nstionsl economy expanded during 1975-81, nonmetro economies in genercl, 
snd sgriculture in psrticulsr, prospered. Totsl U.S. employment as w*»ll as 
nonmetro employment in nonsgricultursl industries incressed rspidly st 2.9 
percent per yesr (tsble 11). High growth rstes in nonsgricultural employment 
were common throughout rural areas. The only glsring exception was the Corn 
Belt where nonsgricultursl employment incressed only 1.5 percent per yesr. 

Employment growth in the food snd fiber system, however, did not keep psce with 
oversll employment growth in rursl areas. During this period, nonmetro 
employment growth in agriculturally related industries sversged only 1.2 
percent per yesr. Slow employment growth in sgriculturslly relsted industries 
wss typicsl for most farm production regions. For exsmple, sbove-average 
growth rates were recorded only in the Northesst, Southesst, Mountsin, snd 
Pscific States. But even in these regions, oversll nonmetro employment growth 
in the agribusiness sector (including farming) was substsntislly below thst of 
the nonagricultural sector. 

Sluggish employment growth in the nonmetro food snd fiber system resulted from 
continued job losses in the fsrm sector (0.9 percent per yesr) and 
slow growth in the sgricultursl input (1.6 percent per yesr), snd processing 
and marketing industries (1.2 percent per yesr). Slow employment growth in 
these industries managed to offset the rspid employment growth (5.7 percent per 
yesr) in the food and fiber wholessle and retail trade which includes fsst 
food restaurants, groceries, snd clothing stores. 

Job performsnce of specific rursl sgribusiness sectors varied by region. 
Growth rates in the farm sector ranged between 0.3 percent (Northeast) and -1.3 
percent (Southeast and Delta). A wider, much more positive, spread could be 
found in the food and fiber wholessle and retail trade sector where nonmefro 
employment growth rates rsnged from 3.6 percent (Corn Belt) to over 7.3 percent 
(Southeast, Mountsin, and Pacific States). But in the sgricultursl input 
industries, nonmetro employment growth rstes were high (3 percent or more) only 
in the Southern Plains , Mountain, Lake, and Pacific States. Nonmetro job 
growth in the processing and marketing industries typicslly wss much slower 
with only three farm production regions— Northern Plains, Delta, and the 
Southeast — managing to record growth rates near 2 percent. 

The 1981-84 Employment Recovery 

The depressed farm sector coupled with sluggish recovery of other industries, 
especially agribusinesses, from the 1980 and the 1981-82 recessions have slowed 
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economic revival in the nonmetro economies of most farm production regions. 
During the 1981-84 recovery, rural employment in nonagricultural industries 
increased some 759,000, outpacing total U.S. employment growth (1.9 percent 
versus 1.1 percent per year). But this relatively rapid overall employment 
growth in the nonmetro economy was due primarily to the strong performance of 
the nonagricultural industries in the Southeast and the Southern Plains. Rural 
employment in nonagriculturally related industries increased at an annual rate 
of 2.6 percent and 2.8 percent, respectively, in these two regions. In most of 
the other regions, annual employment growth rates were much less, at a 
near-stagnant 1 percent or less. 

The employment picture in the nonmetro food *nd fiber system, however, 
has been far more bleak. From 1981-84, total nonmetro employment in 
agriculturally related industries dropped some 38,000, or 0.2 percent per year. 
Aside from gains in food and fiber wholesale and retail trade of about 157,000 
jobs (about 3.3 percent per year), Job losses reached almost 107,000 in the 
farm sector, 45,000 in the input industries, and some 53,000 in the processing 
and marketing industries. These job losses translate Co negative annual growth 
rates of 1.3 percent in the farm sector, 5.8 percent in the input industries, 
and 1.5 percent in the processing and marketing industries. 

Employment declines in th« food and fiber system tfere widespread throughout 
rural America. For example, nonmetro employment in the agricultural input 
industries declined in every farm production region. Employment in the 
processing and marketing industries declined in 8 of the 10 regions. 
Nonmetro employment losses in the farm sector were equally widespread, where 7 
of the 10 regions registered losses. In the Northeast, Mountain, and Pacific 
States, there was some Job growth in the farm sector, but annual increases 
averaged only 0.3 percent or less. Although all regions experienced job growth 
in the food and fiber wholesale and retail trade— in most cases fairly rapid 
growth — these employment gains were insufficient to offset most of the job 
losses in the other food and fiber sectors. Consequently, total nonmetro 
employment in the food and fiber system declined in six farm production regions 
and increased only minimally (less than 1 percent per year) in the Northeast, 
Lake, Mountain, and Pacific States. 

Prospects 

Conditions in the food and fiber system have not changed much since 1984. Even 
with the passage of the Food Security Act of 1985, farm commodity prices have 
not risen, commodity exports have increased only slightly, and many farmers 
still face financial problems. As a result, employment losses continued in the 
farm sector, agricultural input industries, and agricultural processing and 
marketing industries. The only bright picture has been the increased 
employment growth in food and fiber wholesale and retail trade. In the 
near-term, prospects for employment growth in the food and fiber system 
continue to be mixed. 

Farm Sector 

Further restructuring in the fanr sector seems unavoidable, at least in the 
short run. Although interest ratts and the value of the dollar abroad dropped 



substantially in 1986, major problems such as excess production 
capacity, low commodity prices, diminished export markets, and land values too 
low to support current high debt levels may continue to plague the farm 
economy. If these trends accelerate, more farm consolidations, foreclosures, 
snd bsnkruptcies are Inevitable. And, more farm operators snd hired 
fsrmworkers will hsve to leave farming in the immediate future. 

Input Industries 

Overall employment in the agricultural input industries is expected to remain 
at current levels. Although major structural changes in the fsrm mschinery snd 
equipment industry sre currently complete, plsnt closures in the fertilizer 
industry are expected to continue because of depressed prices of ammonia ai.d 
urea. Continued decreases in plsnted farm acreage will generally dampen th'> 
demand for purchased inputs snd sny consequent employment expansion in these 
industries. 



Processing snd Marketing Industries 

Demand for food and kindred products, as well as nstursl fibers, is expected to 
rise during 1986-91 st about or faster thsn the 0.9 percent growth rste 
projected for the genersl population (8). But no great employment increases 
are expected in the agricultural processing snd marketing industries because of 
continued improvements in industry efficiency through stresmlined operstions 
(automation) and increased productivity. 

Wholesale and Retail Trade 



This is the only bright prospect in the food snd fiber system. This sector 
face* demand factors msrkedly different from those fsced by the other food snd 
fiber Industries. Since the market for food and fiber retail and wholessle 
trsde is primarily the private household, this sector has snd will benefit 
(expand), not only from favorable trends in consumer purchasing power 
(continued low agricultural commodity prices, incressed reel peir cspita 
income), but also from population growth and the increased psrticipation of 
women in the labor force. Many services formerly produced in the home, such as 
food and meal preparations, hsve shifted to the market economy where they have 
shown up through increased employment in the food and fiber retail trsde. As s 
result, this sector comprises some of the fastest growing industries in the 
economy, lhese industries, in terms of employment, are expected to continue to 
dominste, as they did during 1975-84, snd incresse as s share of total U.S. 
nonmetro employment. 



Implications 

During the past 30 years, the economic structure of rursl Americs has become 
more diversified, signif icsntly diminishing its oversll vulnersbility to 
chsnges in nstursl resource msrkets, commodity prices, snd fsrm conditions. 
The economic future of many rural residents is now tied more to oversll 
national economic growth and to global economic factors than to the success or 
failure of any one business sector. Nevertheless, the food and fiber system is 
still one of the predominsnt employers in rural America, though it comprises 
msny slow-growth industries in terms of employment. These industries tend to 
moderate national expansions in economic activity and exacerbate economic 
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downturns, making rural America more vulnerable to business cycle vagaries .3/ 
That is, nonmetro employment in these industries tends to increase slower than 
total U.S. employment during business cycle upturns and decrease more rapidly 
during downturns. 

The farm sector, largely as a result of increased productivity of labor and 
land, coupled with limited prospects for growth in demand, is faced with excess 
resources. This situation is likely to be magnified as emerging 
blotechnological innovations come on line over the next several years. 
Consequently, the outlook is for a continued decline in farm employment 
for at least the next decade. 

The farm and agribusiness sectors, have been declining industries with respect 
to rural employment over the past three decades. Although these sectors are 
still an important component of the rural job market in every farm production 
region, the prospects for their making any significant contribution co overall 
rural employment growth in the forseeable future are dim. The principal 
factors behind this assessment are slow growth in domestic markets for farm 
commodities, continuing increases in labor and resource productivity as new 
output-increasing, labor-saving technologies are brought on stream, and poor 
prospects for achieving the rate of export growth that was prevalent in the 
1960's and 1970's. 



57 National employment series indicate that growth in the food and fiber 
system tends to move counter cyclically. This is often attributed to the fact 
that demands for food and apparel tend to be income and price inelastic [2J. 
During the past business cycle downturns, however, there appears to have been a 
divergence between nonmetro and metro areas: food and fiber employment 
decreased in nonmetro areas while increasing in metro areas. This appears to 
be the result of restructuring within the food and fiber system. During the 
1 980*8, there was substantial conglomeration in the agricultural services, 
processing, and marketing industries with a resulting concentration of 
production facilities in metro areas. 
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Table 1 — Number of farms, land In farms, and average farm size 



Year Number of farms Land In farms Average farm size 





1000 Farms 


Million acres 


Acres 


1950 


5,648 


1,202 


213 


1960 


3,963 


1,176 


297 


1970 


2,949 


1,103 


374 


1980 


2,433 


1,039 


427 


1981 


2,434 


1,034 


425 


1982 


2,401 


1,028 


428 


1983 


2,370 


1,020 


4?0 


1984 


2,328 


1,019 


438 


1985 


2,275 


1,014 


446 


1986 


2,214 


1,007 


455 



Source: (4). 
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Table 2 — Average U.S. labor hours per unit of production for selected 
commodities 



Commodity 



Unit 



1955-59 



1980-84 



Percentage 
decrease 



— Hour 8 of labor — 



Cora for grain 


100 bu 


20 


3 


Sorghum 


do. 


20 


6 


Wheat 


do. 


17 


7 


Hay 


Ton 


3.7 


1.3 


Potatoes 


do. 


6 


3 


Sugarbeets 


do. 


2.9 


1.1 


Cotton 


Bale 


74 


5 


Tobacco 


100 lbs 


31 


11 


Soybeans 


100 bu 


23 


12 


Hi lk 


100 lbs 


1.7 


.2 


Beef cattle 1/ 


do. 21 


3.2 


1.02 


Hogs 


do. 


2.4 


.3 


Eggs 


100 eggs 


.9 


.2 


Broilers 


100 lbs 2/ 


1.3 


.1 


Turkeys 


do. 


4.4 


.3 



Percent 

85.0 
70.0 
58.8 
64.9 
50.0 
62.1 
93.2 
64.5 
47.8 
88.2 
68.8 
87.5 
77.8 
92.3 
93.2 



1/ Includes meat produced as byproduct of milk-cow enterprise, 
21 Live weight . 



Source: (6). 
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Table 3 — Average U.S. yields per acre for selected crops 



Percentage 



Crop 


Unit 


1955-59 


1980-84 


increase 






Yield 


per acre 


Percent 


Corn for grain 


Bushels 


48.7 


101.4 


108.2 


Sorghum 


do. 


29.2 


55.5 


90.1 


Wheat 


do. 


22.3 


36.2 


62.3 


Hay 


Tons 


1.61 


2.38 


47.8 


Potatoes 


Hundred pounds 


178.1 


272.30 


52.9 


Sugarbeets 


Ton 


17.4 


20.5 


17.8 


Cotton 


Pound 8 


428 


526 


22.9 


Tobacco 


do. 


1,541 


2,052 


33.2 


Soybeans 


Bushel 8 


22.7 


28.6 


26.0 



Source: (6). 



er|c 
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Table 4— Average farm operator family net farm income, off-farm Income, and 
total income, and median family Income for all families 



Tear 



Net farm 
Income 1/ 



Off-farm 
Income 



Total farm 
family Income 



Median 

family Income 2/ 



Dollars 



1960 
1965 
1970 
1975 
1980 
1981 
1982 
1983 
1984 
1985 



2,729 
3,533 
4,869 
8,785 
9,233 
8,378 
9,997 
10,074 
11,345 
13,881 



2,140 
3,792 
5,974 
9,481 
14,263 
14,709 
15,175 
15,619 
16,265 
17,945 



4,869 
7,325 
10,843 
18,266 
23,486 
23,087 
25,172 
25,693 
27,610 
31,826 



5,620 
6,957 
9,876 
13,719 
21,023 
22,388 
23,433 
24,549 
26,433 
27,735 



17 Before Inventory adjustment. 1 ~ — 

2/ Net farm Income Includes the gross rental value of farm dwellings, 
which Is In kind rather than money Income. Consequently the net farm 
Income concept is not entirely equivalent to median family income, which 
includes only money income. One common procedure to put the two income 
concepts on an equivalent basis (money income) is to subtract the gross 
rental value of farm dwellings from net farm income for comparative 
purposes. Because nonfarmers must pay housing costs from their money 
income, while most farmers do not, the net farm Income figure including the 
rei.tal value of farm dwellings provides a more accurate comparison of 
actual farm operator and nonfarmer incomes. 
Source: (6). 
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Table 5 — Distribution of net farm income by sales class 



$500,000 $100,000- $40,000- Less than 

Year or more 500,000 or more 99,000 $40,000 



Farms Income Farms Income Farms Income Farms Income 



Percent 



I960 


NA 


NA 


0.6 


6.4 1/ 


2.3 


11.2 


97.1 


82.4 


1965 


NA 


NA 


1.1 


10.0 1/ 


3.7 


8.4 


95.2 


74.0 


1970 


0.1 


17.6 


1.7 


18.6 


5.6 


22.8 


92.6 


41.0 


1975 


.4 


29.7 


5.3 


35.1 


12.5 


24.5 


81.7 


10.7 


1980 


1.0 


53.3 


10.1 


43.6 


14.5 


9.2 


74.3 


-6.1 


1981 


1.1 


60.8 


11.2 


45.2 


14.7 


3.9 


73.0 


-9.9 


1982 


1.2 


60.5 


12.3 


43.5 


14.9 


5.6 


71.6 


-9.7 


1983 


1.2 


34.4 


12.4 


47.4 


14.6 


5.0 


71.8 


-11.9 


1984 


1.2 


62.3 


12.5 


45.4 


14.4 


3.2 


71.9 


-10.9 


1985 


1.2 


55.3 


12.6 


46.4 


14.2 


6.7 


72.0 


-8.5 



1/ $100,000 and over sales class. 
NA- not available. 
Source : ( 5) • 
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Table 6— Average net farm, off-farm and total income by sales class 







500+ 




i fin. 


-AQQ 






Net farm 


Off-farm 

\J L L L. O L 111 


Tnfa 1 
lULdX 


Ma t fa r*m 

wet r arm 


A££ _f « «... 

utt —rarm 


Total 


1965 








n nft^ i / 

JJ , UOJ 1 / 




40, Jol 


1970 








QQ f!7 5 T/ 




IUo, 504 


1975 


60,904 


12,302 


616,202 


58,022 ~ 


7,761 


65,783 


1980 


506,878 


19,875 


526,753 


39,626 


9,782 


49,408 


1981 


460,245 


18,452 


478,697 


33,839 


10,021 


43,860 


1982 


487,336 


17,078 


504,414 


35,482 


10,129 


45,611 


1983 


487,668 


15,510 


503,178 


38,601 


10,317 


48,918 


1984 


582,424 


14,133 


596,557 


41,203 


10,635 


51,838 


1985 


640,010 


15,448 


655,458 


51,160 


10,757 


'1,917 







40-99 






Less than 40 






Net farm 


Off-farm 


Total 


Net farm 


Off-farm 


Total 


1965 


15,136 


3,680 


18,816 


2,746 


3,757 


6,503 


1970 


If/, 842 


3,976 


23,818 


2,156 


6,059 


8,215 


1975 


J/,182 


5,070 


22,198 


1,145 


10,254 


11,399 


1980 


5,817 


8,812 


14,629 


-756 


15,867 


15,111 


1981 


2,222 


8,983 


11,205 


-1,137 


16,525 


15,388 


1982 


3,796 


9,187 


12,983 


-1,351 


17,247 


15,896 


1983 


3,468 


9,290 


12,758 


-1,699 


17,826 


16,157 


1984 


2,534 


9,513 


12,047 


-1,719 


18,634 


17,315 


1985 


6,566 


10,347 


16,913 


-1,635 


20,743 


19,108 



T7 $100, ('00 and over sales class. ' 

Source: Economic Indicators of the Farm Sector , National Financial Summary , 1985 . 



Table 7--Farm employment, average number of persons employed, United 
States 



Year T^tal employment Family workers Hired workers 



Thousands 



1950 


9,926 


7,597 


2,329 


1955 


8,381 


6,345 


2,036 


1960 


7,057 


5,172 


1,885 


1965 


5,610 


4,128 


1,482 


1970 


4,523 


3,348 


1,175 


1975 


4,342 


3,025 


1,317 


1980 


3,705 


2,402 


1,303 



Source: (6). 



Table 8—Farms with high debt/asset ratios (over 40 percent) and 

negative cashflows: distribution by region, size and type, January 1, 1986 



Region 



Pet. 



Size Group 



Pet. 



Type of Farm Pet. 



Northeast 


6.6 


$500,000 and up 


14.4 


Appalachia 


5.7 


$250,000-$500,00f 


15.1 


Southeast 


7.9 


$100,000-$250,000 


17.9 


Delta 


11.3 


$40,000-$100,000 


17.7 


Corn Belt 


11.7 


$200,000-$A0,000 


11.8 


Lake States 


19.8 


$10, 000-$ 20, 000 


11.0 


Northern Pins 


17.1 


Less than $10,000 


4.6 


Southern Pins 


8.0 






Mountain 


12.2 






Pacific 


7.8 






All regions 


11.2 


All sizes 


11.2 



Dairy 20.6 

Cash grain 13.3 

Tobacco, cotton 10.1 

Veg., fruits, nuts 9.6 
Nursery or greenhse 1.9 

Other crops 10.5 

Beef, hogs, sheep 8.5 

Poultry 8.6 

Other livestock 7.1 



All types 



11.2 



Source: Derived from Financial Characteristics of U.S. Farms, January 1, 1986 , 
AIB-500. Economic Research Service, U.S. Department of Agriculture, Aug. 



4-22 



r 



Uble 9— Agricultural employment links In the nonmetro areas 



Sectcr 1975 1981 1984 



1,000 -Percent 

of U»S» employment 



Tbtal nowstro capXoynsnt 


17 AQ& 


19,503 


20,224 


on i 

£\Jm 1 


Agriculture-related employment 


5,843 


6,257 


6,218 


31.6 






age of total nofetro enployment 




Agriculture related employment 


34.2 


32.1 


30.7 


31.6 


Bun sector 1/ 


17.2 


14.3 


13.2 


64.4 


Input industries 


1.4 


1.3 


1.0 


48.7 


Processing and marketing Industries 


6.5 


6.2 


5.7 


35.4 


Food and kindred products manufacturing 


2.2 


2.1 


2.0 


28.7 


Apparel and textiles manufacturing 


3.3 


3.1 


2.9 


40.1 


Miscellaneous processing and marketing 


l.i 


.9 


.8 


41.9 


Wholesale and retail traie If 


6.9 


8.1 


8.6 


18.2 


Indirectly related agribusiness 


2.2 


2.3 


2.2 


19.8 



1 ' Includes agricultural services, farm proprietors, and agricultural wage and salary workers • 
If Refers to food and fiber tfiolesaling and retailing establishments. 



12- 




able 10— flood ml fiber eye tea euploynent In the nometro areas of U.S. faaa production regions, 1964 



Final 

Direct agricultural links oonsuptlon 



lilies ToUL 



Beglon V Para sector 2/ agriculturally 

Input Processing Total Food and fiber r ^ * ted , 

Industries and aarketlng agribusiness wholesaling enploynent J/ 
Industries and retailing 



1,000 



ftttted States 4/ 


2,675 


211 


1,149 


1,361 


1,734 


6,218 






Percentage of total no 


metro snployscnt 






Ihltad States 4/ 


13.2 


1.0 


5.7 


6.7 


8.6 


30.7 


Norttawt 


6.6 


•5 


4.8 


5.2 


9.4 


24.1 


Appelachia 


12.7 


6 
• u 


10.1 


10.8 


7.5 


33.2 


Southeast 


10.4 


.9 


11.1 


11.9 


7.9 


32.8 


Delta 


13.6 


1.0 


6.8 


7.9 


7.3 


30.7 


Oorn Belt 


15.6 


1.6 


4.0 


5.6 


8.3 


32.1 


lake States 


16.5 


1.3 


3.8 


5.2 


9.6 


34.1 


Northern Plains 


20.8 


2.2 


4.3 


6.5 


8.1 


36.7 


Southern Plains 


18.3 


1.0 


3.4 


4.4 


7.9 


32.2 


Hxntain 


10.6 


1.1 


2.1 


3.2 


10.2 


25.1 


Pacific 


13.9 


.9 


2.5 


3.4 


10.7 


30.0 






Percentage of D.S. no 


metro agriculturally related enplonent 




Itolted States 4/ 


100.0 


100.0 


100.0 


100.0 


100.0 


100.0 


Northeast 


5.3 


4.6 


8.9 


8.3 


11.7 


8.4 


AppalacMa 


15.4 


9.8 


28.5 


25.6 


14.0 


17.3 


Southssst 


8.3 


8.8 


20.4 


18.6 


9.7 


11.2 


Delta 


7.9 


7.4 


9.2 


8.9 


6.5 


7.7 


Oorn Belt 


19.7 


25.1 


11.9 


13.9 


16.3 


17.5 


lake States 


10.5 


10.7 


5.7 


6.4 


9.4 


9.3 


Northern Plains 


9.9 


13.4 


4.7 


6.1 


6.0 


7.5 


Southern Plains 


10.9 


7.3 


4.7 


5.1 


7.3 


8.2 


Hxntaln 


6.5 


8.5 


3.1 


3.9 


9.7 


6.6 


Pacific 


5.2 


4.1 


2.2 


2.5 


6.2 


4.9 



N>te: Detail may not add to total die to rourilig. 

1/ Northeast: I*, Hi, VT, MA, CT, SI, NY, NJ, R\, M>, BE. *»palachia: VA, W, Iff, TN, NC. 
Southeast: SC, ft, AL, PL. Delta: IA, AR, MS. Corn Belt: OH, IN, H, IA, M). lake States: MI, 
W, MM. Northern Plains: It), SD, M, R?. Southern Plains: OK, TX. Hxntaln: MT, OT, ID, 00, OT, 
NV, AZ, m. Pacific: WA, OR, OA. 

2/ Includes agricultural services, faro proprietors, and agricultural wge and salary workers. 
H Tbtal includes soplojaent in secondary or indirectly related agribusinesses. 
T/ U.S. totals include Alaska and ta*i<. 
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Tkble 11— Change In ncnaetro t^loyoent, by Industry and fara production region 



JgrlculturaT.y related eoploynent 



1 1 Ptooeasltg Fbod and fiber , . . k , 

Regl ° n -i / Fan. sector 2/ Input Industries and Z« isiolesale «) ^ lndu8trles 

industries retail trade 



Other 

3/ 



1975-61 

Ihitad Stales 4/ 

Average annual growth rate: 


-158 


22 


1,000 
84 

Percent 


400 


414 


1,992 


United States 4/ 


-0.9 


1.6 


1.2 


5.7 


1.2 


2.9 


Northeast 


.3 


1.9 


-.6 


5.0 


1.6 


2.2 


JppaLachU 


-.9 


.5 


1.5 


6.3 


1.3 


3.0 


Southeast 


-1.3 




2.4 


7.8 


1.8 


4.3 


UBJXS 


— 1.J 


*% 

• L 


2.2 


C 7 
Jmi 


Q 

•o 


1 A 
Js«l 


Com Belt 


-1.0 


*> 


.2 


3.6 


.4 


1.5 


lake States 


-1.0 


3.9 


.3 


5.3 


1.0 


2.5 


Northern Plains 


-1.1 


2.5 


2.0 


3.9 


.4 


2.4 


Southern Plains 


-.8 


J.U 


.6 


0.5 


1 A 
1.0 


A T 

4.7 


W J ■ t_L 

fountain 


•J 


J.O 


A 
.4 


1 A 

7.4 


2.6 


A A 

4.4 


ncixic 


• O 


A 0 
«».2 


1 c 
1.3 




Z.J 


3.8 


1981-64 






1,000 








United States 4/ 


-107 




-53 


157 


-38 


759 


Average annua] growth rate: 






Percent 








United States V 


-1.3 


-5.8 


-1.5 


3.3 


-0.2 


1.9 


Northeast 


.1 


-5.4 


-3.2 


4.5 


.8 


1.0 


AppalacMa 


-1.6 


-4.5 


-.9 


3.8 


-.4 


.7 


Southeast 


-2.9 


-5.1 


-1.1 


4.4 


-.6 


2.6 


Delta 


-2.1 


-4.6 


-1.6 


2.8 


-1.0 


J. 4 


Corn Belt 


-2.1 


-6.9 


-2.7 


.8 


-1.8 


* 


lake States 


-.5 


-4.5 


.1 


1.8 


.2 


.9 


Northern Plains 


-1.5 


-6.9 


-.1 


.1 


-1.4 


.2 


Southern Plains 


-.1 


-4.3 


-3.1 


2.1 


-.1 


2.8 


Mountain 


.1 


-7.6 


-2.0 


2.5 


.4 


1.0 


Pacific 


.3 


-4.9 


.3 


2.0 


.9 


1.2 


*• Less than 0.05 percent. 

1/ Northeast: >£, Hi, VT, CT, RI, NY, 

Southeast: SC, GA, AL, PL. Delta: LA, AR, 


NJ, M, M), EE. 
MS. Corn Belt: 


Appalachia: VA, 
OH, IN, IL, IA, 


WV, KY, IN, NC. 
MO. Lake States: 







HI, MM. Northern Plains: ND, SO, N2, KS. Southern Plains: OX, IX. Maintain: MT, WY, ID, 00, UT, 
NV, AZ, W4. Pacific: HA, OR, CA. 

2/ Includes agricultural services, fan proprietors, and agriculture wage and salary writers. 
3/ Total includes seployeent in secondary or Indirectly related agribusinesses. 
T/ U.S. totals include Alaska and Hwali. 
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Figure 1, Percent of farms by percent of sales 




Figure 2. Indexes of farm output, input, productivity 1950-84 
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Figure 3. Indexes of fans labor productivity per hour and farm 
labor input, 1950-84 (1977 - 100) 





Figure 4. Acreage of harvested crops for domestic and export markets, 

1950-84 
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Figure 5. Index of U.S. farmland value per acre 
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CHAPTER 5 



THE PERFORMANCE OF NATURAL RESOURCE INDUSTRIES 
Bruce A. Weber, Emery N. Castle, Ann L. Shriver 



Abstract * The natural resource industries (forestry energy, mining, 
and fishing) are very heterogeneous, highly unstable economically and 
significant to local economies in almost ever/ region of the country. 
Although they account for only 3 percent of total U.S. earnings, 
natural resource industries provide 20 percent or more of earnings in 
one of nine U.S. counties. They provide more jobs and income in metro 
than in nonmetro counties. 

The growth and stability of jobs and income in these industries are 
much affected by global economics, domestic economic and natural 
resource/environmental policy, and technical change. The costs of 
natural resource industry instability are borne mainly through lower 
proprietor incomes in fishing and through unemployment in forestry, 
energy and mining. The severity of adjustment to decline and 
instability depends on the availability of alternatives which generally 
are greater in metro areas. 

If one judges natural resource industries based on the cost of providing raw 
materials, at least during this century, the industries' performance would 
generally be regarded quite favorably. The real cost of natural resource- 
related commodities has declined steadily in the United States d iring this time 
U, 2)._L/ 

Bruce Weber is Professor of Agricultural and Resource Economics; Emery 
Castle is Professor and Chair of the University Graduate Faculty of Economics; 
Ann Shriver is Director, International Institute of Fisheries Economics and 
Trade. All are associated with the Western Rural Development Center at Oregon 
State University, Corvallls. 

John Hession of the Agricultural and Rural Economy Division (ARED) of ERS 
produced figures 1-4. He and Bernal Green, also of ARED/ERS, assisted in the 
conceptualization of those figures. Susan Pollack, ATAD/ERS, provided the 
figures on unemployment rates by natural resource region. Special thanks to 
Vesta Jone3 of the Bureau of Labor Statistics and Kathy Albetski of the Bureau 
of Economic Analysis for assistance in data access. Bruce Rettig and Brian 
Greber of Oregon State University and Raymond Mikesell of the University of 
Oregon provided constructive review and assistance on an earlier draft of this 
paper . 

^/Underscored numbers in parentheses refer to sources to listed in the 
References section at the end of the chapter. 



In this the paper, natural resource Industries are examined in terms of their 
contributions to economic growth and stability in the United States. 
Specifically, the paper will concentrate on the performance of these 
industries in terms of job and income growth, economic stability, and 
unemployment . 

Five industries are generally regarded as natural resource industries: 
agriculture, forestry and wood products, energy extraction, nonenergy mining, 
and fishing. In this chapter the term "natural resource industries" is used 
more narrowly— to include only the latter four industries. Data are provided 
on all five industries and the four natural resource industries are compared 
with agriculture where appropriate. 

We define four natural resource industries and agriculture by using the 
Standard Industrial Code (SIC) classifications as follows: 

o Energy includes anthracite coal mining (SIC 11), bituminous coal 
mining (SIC 12), and oil and gas extraction (SIC 13), 

o Mining includes mining of ores of metals such as iron, copper, gold, 
silver and molybdenum (SIC 10) and the production of nonmetallic 
minerals (excluding fuels), such as stone, sand and gravel, clays, 
phosphate rocks and sulfur (SIC 14). 

o Forestry and wood products include forestry (SIC 08), lumber and wood 
products (SIC 24), furniture and fixtures (SIC 25), and pulp and paper 
(SIC 26). 

o Fishing includes fisheries (SIC 09). 

o Agriculture includes farm proprietors and labor, food processing (SIC 
20) and agricultural services (SIC 07). 

The industry categories are designed to include extractive activity, direct 
services to primary producers, and processing done in the vicinity of primary 
production. Elo and Beale have pointed out that these categories ''include 
certain amounts of furniture production that are not closely linked to local 
timber production, or of food processing, such as bakery goods, that are more 
closely tied to location of people than raw material. On the other hand, the 
categories exclude mineral smelting and refining, some of which is done near 
production sites and is directly dependent on continued local mining activity" 
(]_* PP - 1~1° and 1-U )■ Fishing does not include fish processing, which is 
reported under agriculture in food processing (SIC 20). Despite these 
limitations, however, the categories were considered to represent the economic 
activity occurring in an area due to the extraction of natural resources, given 
available data, better than any alternative. 

For the four combined natural resource industries (fishing, energy, mining, and 
forestry/wood products), the average annual employment as a percentage of total 
U.S. employment for 1969-85 was under 3 percent, less than half the total 
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employment in agriculture (table 1 — see tables at end of chapter) .2/ The 
forestry/wood products sector clearly dominated the other natural resource 
industries in size. Mining, energy, and fishing combined employed just over 
half the number of employees in the forestry/wood products industry. 

The natural resource industries make a larger relative contribution to 
employment in nonmetro counties than they do in metro counties. Five percent 
of total employment in nonmetro counties was in these four industries compared 
with under 2 percent in the metro counties. 

Earnings in the natural resource industries averaged over 3 percent of total 
earnings during 1969-85 (table 2). Because of relatively high wages in energy 
extraction, mining, and forestry/ wood products, these industries contribute a 
larger share of income than of jobs, while the reverse is true in agriculture. 
Even so, agricultural earnings are half again as large as total natural 
resource industry earnings. Metro and nonmetro patterns in earnings are 
similar to employment patterns. 

Natural Resource Counties are Geographically 
Clustered, Chiefly Nonmetro 

The performance of natural resource industries takes on a special significance 
in counties that are economically specialized in these industries, that is, 
natural resource industries contributed 20 percent or more to labor and 
proprietor income in 1984. Counties that specialize in natural resources and 
agriculture tend to be clustered geographically (figs. 1-4; see figures at end 
of chapter). 

Forestry counties are concentrated in the Pacific Northwest, the extreme 
Northeast, the Upper Midwest, and parts of the Southeast. Specialized 
agricultural counties are found in the central part of the country, 
California's Central Valley, irrigated areas in the Snake and Columbia Basins 
of the Pacific Northwest, the Ozarks, and parts of the Atlantic Coastal Plains. 
Counties that specialize in raining are found in the Upper Midwest (iron ore), 
Rocky Mountains (copper, lead, silver, uranium and molybdenum), Nevada (gold, 
tungsten), Missouri (lead), and the Southwest (copper, molybdenum). Most 
counties specializing in energy extraction are in the coal and natural gas 
producing areas of the Rocky Mountains, the oil-producing areas of Texas, 
Oklahoma, and the Gulf Coast, and the coal fields of southern Illinois, eastern 
Kentucky and the Appalachian Mountains. Because about nine-tenths of fishing 
income is earned by enterprises too small to be covered by the BEA data used to 

2/The measures of relative size, growth and specialization for agriculture 
and the natural resource industries used in this paper relate to employment and 
income. And, except for fishing and farming, they relate to wage and salary 
employment and income. Thus, for example, the growth rates for these 
industries reflect growth in labor inputs only and not output. Because new 
capital investment and technical changes often allow increased output with 
reduced labor input, output growth rates are not only different in size but 
often even in direction. 
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produce these maps, no fishing-dependent counties were identified. However, 
such counties would likely be found on the Alaska Coast if adequate data were 
available. 

Although many natural resource industries are concentrated in regions where the 
particular resources are abundant, there is almost no State or region that does 
not have counties specialized in agriculture or one of the natural resource 
industries. Southern New England, with its diverse economy, is the only 
exception to this generalization. 

Agriculture and natural resource industry specialization is largely a nonmetro 
phenomenon. Over 95 percent of counties specialized in agriculture or natural 
resource industries in 1984 were nonmetro. Table 3 summarizes the natural 
resource specialization of metro and nonmetro counties. The metro definition 
used here is the 1983 Office of Management and Budget definition of these 
counties based on the 1980 Census of Population. Almost half of the nonmetro 
counties (44 percent) specialized in agriculture (30 percent) or one ot the 
four natural resource industries (14 percent) in 1984. Over 6 percent of metro 
counties specialized in agriculture (3.9 percent) or one of the natural 
resource industries (2.3 percent). 

The natural resource specialization categories as defined here are mutually 
exclusive: no county specialized in more than one natural resource industry in 
1984. There is some overlap between agriculture and natural resource industry 
specialization, however. Twenty-six counties specialized in both agriculture 
and one of the natural resource industries. Ten of 15 agriculture-energy 
counties were in Texas; half of the 10 agriculture-forestry /wood products 
counties were in Georgia. One Nevada county specialized in both agriculture 
and mining. 

Number of Natural Resource Counties Up Since 1969 

In 1969, 276 county economies (8.7 percent) were specialized in natural 
resource industries. Add this to the 504 counties (16 percent) specialized in 
agriculture, and almost 25 percent of the U.S. counties specialized in 
agriculture or natural resources. 

Increased oil prices and oil exploration and increased agricultural prices and 
agricultural production during the 1970's led to steep increases in agriculture 
and natural resource specialization. The number of counties specializing in 
natural resource industries jumped by a third to 376, nearly 12 percent of all 
counties, by 1970. All of the increase was in energy counties. The number of 
agricultural counties almost doubled to 1,003 counties (32 percent of all 
counties). As a result, by 1979, 44 percent of the counties specialized in 
agriculture or natural resources. 

While the number of counties the:: specialized in agriculture fell between 1979 
and 1984 to 759 (24 percent of all counties), counties specializing in natural 
resource industries remained almost constant at 362 (11.5 percent) even though 
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all natural resource Industries experienced economic difficulties during 
1979-84. In 1984, over a third of the counties (35.5 percent) in the United 
States specialized in either agriculture or one of the natural resource 
industries. 

Increased specialization in energy and agriculture over the past 15 years 
implies a narrowing of the economic base in nonmetro areas. This trend is 
rathar unexpected in a national economy which is becoming more diversified 
toward services, a in which it is well known that agricultural employment has 
been declining for half a century. Real income in agriculture was higher in 
1979 than in either 1969 or 1984 (see fig. 5), Some counties may have gone 
into and out of the M agricultural county M category without a fundamental change 
in economic structure. There may also have been, however, some real reductions 
in nonagricultural sectors (nonagricu 1 tural manufacturing, services, trade) 
relative to r'u. rxcul tural secto T . in ther><» counties between 1969 and 1984. 
The signific >; ? owth in income ind jobs in the energy industry between 1969 
and 1984 did v ge the structure of many counties, causing a real narrowing of 
the economic base in the energy counties. 

Mining and forestry income have 'jrown more slowly over the past 15 years than 
income in other sectors (table 5). The fact that rhe number of mining and 
forestry counties has remained stable in a national economy in which these 
sectors have come to comprise a smaller share of national Income implies a 
relative narrowing of the economic base in these counties as well. 

To the extent that the natural resource industries and agriculture have become 
more exposed to international events and macroeconomic policies over which they 
have no control, the narrowing of the economic base in counties specializing in 
such activities makes them more vulnerable than they have been in the past. 

Most Natural Resource Jobs and Income Are in Metro Areas 

Although natural resource specialization occurs primarily in nonmetro counties, 
more than half of the jobs related to the extraction and primary processing of 
natural resources are in metro areas (table 1).3/ And a large majority of jobs 
and income in agricultural services and agricultural processing is in metro 
areas. Jobs in those sectors requiring large amounts of relatively inexpensive 
land for production (agricultural production, forestry) are located primarily 
in nonmetro counties. 

Energy extraction and metal mining, however, establish themselves at the 
resources sites. For metal mining and coal mining, these are primarily 

3/National Marine Fisheries Service (NMFS) data for fisheries are not 
available for metro and nonmetro counties so conclusions cannot be drawn about 
the metro orientation of the fishing industry. BEA d ita show a strong 
metropolitan dominance, probably because they reflect large fishing companies 
Witch tend to be located in larger coastal cities. 
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nonmetro areas. The metro orientation of oil and gas extraction may reflect in 
part the location of oil offshore of major metropolitan centers on the Gulf of 
Mexico and in southern California. In other cases, the cities may have built 
up around the oil fields. The location of other natural resource Jobs in metro 
areas may reflect the need for proximity to markets. Nonmetallic minerals 
(largely stone, sand, and gravel used in construction) is a case in point. To 
some extent, the dominance of food and kindred products in metro areas 
represents a similar situation 

The fact that most natural resource industry and agricultural service and 
processing Jobs and income are In metro counties directs attention to the 
relationship between agriculture and natural resource policy and nonmetro 
development. Agricultural policy and natural resource policy have 
traditionally been viewed in a "rural development" context as these industries 
-lo have a greater proportional effect on nonmetro county economies. 
Nevertheless, they affect more metro Jobs and income than nonmetro Jobs and 
income. Agriculture and natural resource policies may in fact have a greater 
absolute Impact in metro than nonmetro counties and may not be an effective way 
of achieving nonmetro development goals in isolation from policies directed 
more broadly at socioeconomic problems In nonmetro areas. 

Major Influences In the Performance 
of the Natural Resource Industries 

As an economy changes, all sectors of the economy and especially the natural 
resource industries face continuous adjustment, seldom a smooth process. 
Performance in a giv.n time period will be explained by trends as well as by 
events unique to that particular period of time. Since 1960, the natural 
Zl Ce w 1 ? d i" the United States have been much affected by the 

growing interdependence of international economies, domestic monetary and 
fiscal policies, resource and environmental policies, and technical change. 

Internati onal Interdependence and Domestic Economic Issues 

It has become trite to identify international developments as major influences 
affecting U.S. industries and U.S. economic welfare. Trite or not if 
international interdependence were not included among the major influences 
affecting the performance of the U.S. natural resource industries, the 
discussion would be incomplete. This interdependence has several dimensions 
including geographic, political, and economic interdependence. The natural 
resource industries are much affected by this interdependence which has many 
manifestations including great instability in the international natural 
resource commodity markets. Some of this instability is rooted in the 
political responses by nations to the unequal geographic distribution of 
natural resources and the fact that, from time to time nations attempt to take 
advantage of that fact. However, some of the instability in these national 
markets U created by national policies that attempt to use international 
markets as a way of "exporting" some domestic instability or imbalance. No 
attempt is made in this chapter to develop these considerations in detail but 
the reader should keep in alnd that the international environment Is present, 
either implicitly or explicitly, in all domestic policies and issues (4). 
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The United States has experienced recurring bouts of inflation since World War 
II. After the mid-1960 f 8 the problem became increasingly critical, and in the 
1970 f 8, scarcely a facet of the economy was untouched by either inflation or by 
government policies to control, modify, or adjust to inflation (especially 
policies generated in response to rising energy prices). The natural 
resource-related industries, especially energy, forestry, and agriculture were 
very much affected by inflation and inflation-induced policies. 

From the end of World War II to about 1980, the prevailing rate of interest was 
insufficient to compensate for inflation (Fig. 6). It has been estimated that 
an interest rate in the neighborhood of 4-5 percent will tend to bring lenders 
and borrowers together in the capital funds market, in the absence of inflation 
(3). Five percent is used in this paper as such a base interest rate for 
illustrative purposes. 

During periods of inflation, the rate of inflation should be added to this base 
interest rate to compensate not only for time preference but also for the loss 
in purchasing power of funds because of inflation. If actual interest rates 
are compared with such a figure, a measure is obtained of the adequacy of 
interest rates as compensation for savings and inflation. If actual interest 
rates are subtracted from 5 percent plus the rate of inflation, a basis is 
provided for judging whether interest rates have been at an "appropriate" 
level. If the resulting figure is less than zero or negative, interest rates 
have not compensated for inflation; if greater than zero they were 
unnecessarily high. 

Before 1980, interest rates approached the level needed to reflect the rate of 
inflation only during the early 1960's (fig. 6). Since 1980, interest rates 
have been much higher than 5 percent plus the rate of inflation. Monetary 
policy reflected two objectives from the end of World War II until 
approximately 1980. One was to maintain economic growth with price stability; 
the other wis to keep the rate of interest as low as possible. The latter 
objective was politically desirable and made financing the public debt less 
costly. In 1980, that philosophy changed. An attempt was made by monetary 
authorities to control the quantity of money and permit the rate jf interest to 
be determined by supply and demand of loanable funds. 

These monetary and fiscal policies had an enormous effect on the natural 
resource industries, especially forestry and wood products. For more than 30 
years, mortgage loans could be repaid by dollars that had less purchasing power 
than when the debt was contracted. This significantly increased the demand for 
real estate, especially housing. The acquisition of debt through the purchase 
of real estate became a way to enhance one's net worth. The sharp rise in both 
real and nominal interest rates after 1980 blunted production of the forest 
products used in housing construction and furniture manufacturer. 

Until the 1970*8, energy prices in the United States had been trending downward 
in common with other natural resource-related prices. Low-cost fossil fuels 
from the Middle East resulted in a shift in production to that region and away 
from the United States. When the Organization of Petroleum Exporting Countries 
(OPEC) decided to function as a cartel and control output in order to raise 
prices in the 1970*8, most countries' economies were hurt. High energy prices 
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and curtailed supplies influenced numerous production processes, so energy 
substitutes and conservation practices were encouraged throughout the economy. 
iSflatiSnary!" 0 68 eV6ntUally added t0 Proclivity, the 8hortrun effect wafl 

TXitSi tB Jf P roductivit y «rowth ^ economy slowed considerably in the 
1970 s, which also contributed to inflation. Scholars on productivity were 
unable to explain all of the reduction In growth just as they were unable to 
explain all of the increases in an earlier period. Among the explanations 
advanced was the heavy influx of workers born since World War II. According to 
this hypothesis, the economy had to absorb a large number of inexperienced 
workers who added relatively more to demand than they did to aggregate supply. 
Inflationary pressures worsened, an expected temporary effect which, it was 
thought, would be alleviated as these people become more productive through 
experience. The improved productivity of the 1980's is consistent with this 
expectation. The 1970's also witnessed the rapid growth of international 
markets even as the relatively slow growth in U.S. productivity resulted in a 
loss of international comparative advantage in many U.S. industries. Although 
agriculture and forestry were exceptions, U.S. monetary policies in the 1980's 
resulted in high prices for U.S. goods abroad. The United States lost markets 
abroad during the 1980's and became an attractive market for imports. 
The collapse in energy prices in the 1980's occurred almost as abruptly as the 
price rises of the 1970's. OPEC did not control enough of the world's supply 
of fossil fuels to maintain high prices indefinitely but while prices were high 

X'SfiT"*!'" 011 WaS * tiraulated g"atly. High prices dampened consumption! 
The effects of conservation investments became cumulative with time and the 
result was enormous fluctuation in the price from the 19 70 'a to the 1980 's. 

I2!! 8 f<! rea8 ^ b ? th Urban and rura1 ' that "ceived income from energy sales, were 
benefitted during the 1970's but were hard hit in the 1980's. 

Resource and Environmental Policies 

Much of the past three decades has produced legislation designed to protect the 
environment. The new laws have sometimes influenced how natural resource 
commodities can be produced and sold, and have been especially important in the 
forest and energy industries. 

Forest products come from both public and private lands in the United States 
and Congress has made specific its expectations for the public lands. Multiple 
use has been given increased emphasis with explicit recognition being given to 
both commercial and nonmarketed products coming from the public lands. 
Endangered species, wilderness, and outdoor recreation are examples of 
nonmarketed goods to which increased attention has been directed. Many states 
have legislated new or modified forest practices in the past two decades for 
private lands; again, greater protection has been provided for the 
noncommercial forest outputs. 

^n^ n ? e ? tal concerns also have influenced the energy industry, particularly 
constraining nuclear power. Clean air laws regulate the use of liquid fossil 
fuels and coal. "Acid rain" is among the more recent threats to environmental 
quality and Is believed to result from the use of coal. 
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Technical Change 



As an economy evolves, the price of labor Increases and this provides an 
economic incentive for the development of labor-saving substitutes. Increased 
technical knowledge and use of capital allow increased productivity of the 
labor resource. Labor productivity (as measured 'by gross product per employee) 
imperfectly captures the effects of technical change for several 
reasons. First of all, the measure is greatly affected by large output price 
fluctuations and large shifts in employment that may be unrelated to technical 
change. Also, it does not measure total productivity because it does not 
consider all inputs into production. However, labor productivity trends do in 
some instances capture the effects of technological advances. And they do draw 
attention to the effects on employment, which for natural resources industries 
in rural areas is critical to the we 11 being of these areas. 

Figure 7 shows trends in labor productivity in the natural resource industries, 
for 1969-85. Over this period total labor productivity in the U.S. economy 
grew very little, increasing less than 9 percent. Agriculture (farming and 
food processing) experienced the greatest improvement in labor productivity, 
but forest products manufacturing productivity improved as well. These have 
been sectors of declining or very slow growth in employment since 1969. Unless 
demand increases as rapidly as labor productivity increases, the number of jobs 
will decline or depressed incomes will occur. Even if demand recovers and past 
output levels are exceeded, employment levels may not be maintained if 
technical change results in the rapid displacement of labor. 

Labor productivity in mining was relatively stable from 1969-82 but has 
increased sharply since then. The labor productivity index was strongly 
affected by a drastic drop in metal mining employment and a less severe decline 
in nonmetal mining employment during 1981-84. 

Labor productivity in the energy industry declined dramatically between 1971 
and 1982, because of declines in product ity in both coal and the oil and gas 
sectors. Coal mining labor productivity has increased steadily since 1978. 
Labor productivity in the output of oil and gas increased steadily and rapidly 
before the early 1970*8. Duriig 1972-82 labor productivity declined but has 
increased yearly since that time. When oil prices were high, many efforts to 
increase energy output began but failed to produce expected returns before the 
drop in energy prices in the late 1970*8 . This influenced labor productivity 
measures because labor productivity is calculated as the value of output 
relative to labor inputs; exploration added to labor costs but not necessarily 
to output. By 1982, energy labor productivity trends became consistent with 
the other natural resource related industries. 

Industry Structure 

Each natural resource industry has developed a unique structure that influences 
its performance. For example, while the number of farms has declined and the 
size of many farms has Increased rapidly, farming remains a highly competitive 



ERIC 



5-9 



industry with a large number of relatively small producers. Fishing is similar 
to terming, but forestry is very different. Forest land is both publicly and 
privately owned. Some very large industrial forestry companies depend in part 
on lands they own as well as on output from public lands. Many companies 
process timber from the nonindustrial (individually owned) private forests as 
well. The structure of the mining industry varies mineral by mineral, but 
competition from abroad is often fierce. The natural gas industry has been 
deregulated and there will be a trend toward fewer but larger firms. A few 
large firms produce and market most of the oil output, although smaller firms 
do exist. Coal mining i 8 distinctive in that it has a large number of 
companies and Heen competition exists between companies and regions. 

Industry structure affects performance in terms of industry reaction to 
economic instability. When demand declines, the more competitive industries, 
such as fishing and farming, which are dominated by small proprietorships, tend 
to maintain output. The result is lower commodity prices and reduced income 
for the proprietors of these small businesses. With less competitive 
industries, output is often curtailed, which leads to unemployment although 
profits also suffer, as they do in industries with greater competition. In 
counties where natural resource industries are an important part of economic 
activity, cyclical adjustment problems will depend on the nature of the 
industry. In some instances changes will stem from a decline or increase in 
proprietors income; in others, unemployment will result. These effects will 
be discussed again in the final section of this chapter. 

Growth, Stability, and Unemployment in Natural 
Resource Industries 

Selected economic aspects of social well-being are now discussed: income and 
Job growth, income and Job stability, and unemployment. Quantitative 
indicators of growth, stability and unemployment were developed using data from 
the U.S. Bureau of Economic Analysis (BEA) , the National Marine Fisheries 
Service (NMFS), and the U.S. Bureau of Labor Statistics (BLS).4/ 

4/BEA provided unpublished data on income and employment for (1969-84 for 
metro and nonmetro counties and for 1969-85 for the entire country. All 
employment and income data reported in this section ire wage and salary figures 
except for those relating to farm proprietors and U.S. totals. A relatively 
large proportion of workers in agriculture and fishing are proprietors rather 
than wage and salary employees. The number of proprietors was twice as large 
as the number of farm wage employees during the 1970's and 1980's. This 
problem is more serious in the fishing industry, where proprietors of small 
businesses employing fewer than four individuals predominate NMFS estimates 
of the total number employed in fishing suggest that almost nine-tenths of 
fishing employment falls into this category and is therefore not covered by the 
BEA data. No reliable income figures for the whole of the fishing industry are 
available and the ability to draw conclusions about industry income is thus 
limited. BEA statistics do not identify proprietors in nonfarm secotrs at the 
two-digit SIC level, making it Impossible to report the number of proprietors 
or proprietor income other than in the farm sector. The U.S. totals in all 
cases include farm and nonfarm proprietors as well as wage and salary workers. 
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It would have been desirable to assess the natural resource industries in terms 
of reducing poverty and inequality and contributing to environmental quality. 
Along with fostering growth and stability and reducing unemployment, these 
represent a set of social goals on which there has been some agreement within 
the political process during the past several decades. Unfortunately, existing 
research has not established a clear relationship between natural resource 
industry activity and poverty and income inequality (£, 7J. Dependence on 
certain resources, such as coal, combined with the patterns of resource 
ownership prevalent in certain geographic areas, may contribute to local 
poverty and inequality in some instances but natural resource and 
poverty/ inequality links are not well established generally. Furthermore, the 
limited existing data on environmental quality make assessment of natural 
resource industry impacts on the environment problematic. Thus, the assessment 
will deal only with growth, instability and unemployment. 

Growth 

During 1969-85, wage and salary employment in the United States grew at an 
average annual rate of 1.81 percent (table 4).V Total employment grew at an 
average 1.99 percent per year. 

The period since 1969 has been a time of relatively rapid growth for employment 
in the energy and fishing industries. OPEC-induced oil price increases 
stimulated U.S. oil and gas extraction, and employment in this sector grew by 
more than 5 percent per year. Since production did not increase during this 
period, much of the increased employment has been attributed to expanded 
exploration efforts. The number of new oil and gas wells drilled each year 
increased from 27,700 in 1973 to 90,100 in 1981 (8, p. 1). Coal prices also 
increased after 1972, leading to moderately rapid increases in coal mining 
employment. Since the location of coal deposits was better known than that of 
oil, most of the employment increase in this sector was in extraction rather 
than exploration. 

A weakening of demand for oil caused declines in oil prices and employment In 
the early 1980' s. This was due to improved energy-efficiency and slack 
industrial activity in oil-importing countries. Coal employment has declined 
since 1979 but production has increased as coal mining has shifted from deep 
eastern mines to the surface mines in the West. 

While BEA-covered fishing wage employment declined on average, NMFS data show 
total fishing employment increased an average of 3.8 percent annually over the 
period. Entry into fishing was stimulated by the rapid rise in prices of 
certain types of fish (such as Coho Salmon) and the extension of coastal 
fishing Jurisdiction in 1977. Additionally, ocean environments improved for 

5 /The measure of growth used in this paper is the mean annual percentage 
change in income and employment during 1969-85 (1969-84) for metro and nonmetro 
areas) • 
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some types of fish leading to a more plentiful supply. Despite a large number 
rLA Ti C , le ? ln the e " ly 1980,8 due t0 ri«i»8 oil priced, high inJereT 

S.SJ"LSf T 8 MSOciated with ^expansion of credit, ^pTo^ment in 
fishing continued to grow over the 1980-85 period. ■p*wywnfc in 

£r°2 r !!Iw Ul1 ! Pe i rl ° d WM ° ne ° f V6ry 8l0W * rowth or decline employment 
IZa t « I " " resource industries. Employment in the forestry/wood 

ZtZJ< l^'s lit: T 1 "^ P6 T nt Per ye «- Low ™* interestr'as 

entered adulthL T J 0 " ! 8tr ° ng 88 the boon generation 

entered adulthood. Lumber and wood products employment, however, grew at half 
the national rate during 1969-84 as a result of increases in labor 

SurJna tH?' "Y? ! 6Ve I al f8Ct0r8 - Ri8in « raw trials prices and wages 
Jhe JLust 8 v Per Jh ind » Ced ™* 0 / labor-saving capital investments throughout 
w J^t *\ T W88 8180 during thi8 P eriod 8 movement of timber 
harvesting and wood processing to the southern States, where both harvesting 

South'^ 88 08 eqUlpnent " quired 1888 labor « Movement™ the* 

' ln turn » W8 f J t 1 UCed b/ the merging suPPly of harvestable timber in 
private nonindustrial forests. Federal and State cost-sharing programs several 
JSJT e " 1 1 ier V which had Prided strong incentives for reforestation to 
nonindustrial private landowners, had resulted in massive reforestation 
investments. The related furniture and fixtures industry, which is more labor 
intensive, grew at less than a quarter of the national rate, in part because of 
increased competition from abroad. Paper and allied products employment 
actually declined. Mining industry employment declined by 1.5 percent per 
year due in part to increased labor productivity and international 
competition. 

Income growth was roughly the same as growth in employment. Real wage and 

in lllAt 111 ° Ve V hi8 period ** de ^e income growth rates slighfly higher 
in almost all cases than the growth rates for employment (table 5). 

There arc some rather notable differences in employment and income growth 
IHTaT. n ° nnetr ° area8 ' C081 minin * «nd nonmetal mining f«w more 

raoiolv n n T etr ° °r netr ° areM * 8nd 011 8nd * 88 extraction g rL mo« 

L J ° C ?^^ e8 ; F ° r 8nergy in <» U8 tries, metro/nonmetro growth 
differentials are likely due more to differences in the location of 

markeS'or L^r 881 ? 16 " 8 ° urce8 than t0 differences in proximity to product 

o a £L 8 - ? / PUt8 ' F ° r ° ther 4 "*«trt« ■«* as forestry and wood 

no^e ourL I r n^r net r,f5r th " ta diffe " nc " ~T ^lect marked access and 
non resource input cost differences as well as resource availability 

anf figures in^Z* 6 * r t OVt \ oi ™" ™* Products and furniture 

differentials! n ° nnetr ° COuntie *. for example, may reflect labor cost 

Instability 

^: t iMi°4 ,8 / 0d r! arly l980 ' 8 i we " a "»e of relatively slow growth and some 
instability. Two aspects of instability are considered here. The first is 
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variation in growth rates of income. The measure of this instability used here 
is the standard deviation of the growth rate. The second aspect of instability 
is the cyclical movement of income or employment; that is, the extent to which 
a sector's growth or decline corresponds to the growth or decline of the 
national economy over the business cycle. 

The standard deviation of the growth rate for U.S. wage and salary employment 
during 1969-85 was 2.02 percent (table 4). All the natural resource industries 
and their sectors were unstable relative to the national economy. The 
slow-growing forestry/wood products industry and the declining mining industry 
all had standard deviations of employment growth rates twice the national 
average. The rapidly growing energy industry had a standard deviation of the 
growth rate more than three times the national average. The rapidly growing 
oil and gas sector and the rapidly declining metal mining sector were the most 
volatile with standard deviations of 9.47 and 10.12 percent. 

The standard deviation of the growth rate for real wage and salary income for 
the Nation during 1969-84 was 7.48 percent (table 5). For the natural resource 
industries, the variations in income growth are generally of the same order of 
magnitude as those for the wage and salary employment. An exception is fishing 
wage and salary income which shows a much greater growth rate variation than 
employment. Proprietors in the fishing industry are also known to experience 
great liicome variability but data comparable to that for wage and salary 
employees are not available. 

J -stability has fundamentally different causes in each of the natural resource 
industries. Fishing instability is due more to unpredictable shifts in local 
abundance of commercial species than to demand shifts. Instability in domestic 
oil and gas extraction is heavily influenced by both changes in world supply 
brought about by production decisions in other major oil-producing nations and 
changes in demand growth induced by changes in energy-use efficiency and world 
industrial production. Metal mining instability has its causes both in world 
supply shifts and shifts in demand. 

Some domestic supply and demand variations are caused by domestic policy 
decisions. Examples are environmental restrictions on mining, pollution 
control regulation affecting the use of lead in gasoline and platinum in 
gasoline engines, embargoes on imports from certain countries, and targets for 
stockpiles of strategically important metals. 

Instability in lumber and wood products is primarily a function of demand 
shifts caused by monetary and fiscal policy-induced changes in the interest 
rate and by export shifts due to exchange rate fluctuations. Lumber and wood 
products instability is also, however, partly a function of domestic supply 
shifts generated by forest policy and environmental restrictions on production 
and harvesting practices. To the extent that pesticide spray restrictions 
cause an outbreak of insect or disease infestation, as happened several years 
ago with the southern pine beetle, the need to harvest infested timber quickly 
may cause large increases in timber supply. Perhaps more important, to the 
*-tent that such policy contributes to an atmosphere of uncertainty in the 
business climate, timber harvest scheduling may be affected. 
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The differences between metro and nonmetro counties in cyclical instability 

ZllZ i? ar f 1C ri arly 8ignificant ' The — ^rces seemed to be TullU? 
instability in the nonmetro counties as in the metro counties. 

Instability in several industries appears to be unrelated to the national 
business cycle. One way to assess the cyclically of industries Is through 
cyclical swing analysis, which takes the average annual percentage change in 
wage and salary disbursements during the upswing of a business cycle and 

duri^hp TVS TK efage f nnUal Changa ln Wage and 8alary disbursements 
during the downturn. The resulting number, called the cyclical swing, is a 

f mplltude 0f the bu8ine88 <^e. aPPUed to an Individual 

industry, this is a measure of the extent to which the industry is procyclical 
or countercyclical. A large positive number means that the industry Is 

ESSS^'if^ U \ it g " W °° re durlng the upturn than durin 8 downturn, 
generally following the national cyclical pattern. A large negative number 

indicates that the industry is countercyclical, that is, its growth during the 

downturn was larger than growth during the upturn of the business cycle. 

H^o 8 ^ 68 /" trul f counte rcyclical or procyclical, the cyclical swings in 

follZ ^ J? 688 T 168 ""J be 8inilar ' Some natural re80 " rce industries 
™U . 4 a °l, the national business cycle (table 6). The forestry/wood 

products industry reflects the national business cycle, as expected given its 
relationship to construction and e sensitivity of construction to the 
national business cycle. Mining also appears to be somewhat sensitive to the 
TJ£? business cycle growing during the upturn and declining during the 
downturn. Again, this is partly due to the importance of building materials in 

r;fa:LS n ra g . a JviUe e s dePendenCe ° f th£t indU8try °" "—ion and other 

The energy and fishing industries, however, appear to have very little 
relationship to the national business cycle. In the first business cycle 

dnrl'S T^oJ E'J hlgh ne * ative cyclical swing because it grew rapidly* 
during the 1974-75 downturn. During the second business cycle, the cyclical 

WshfnrLalT' Zer ° ? eCaU8e ° f gr ° Wth durlng b0th the "P turn ^ downturn. 
Fishing wage income, similarly, grew and declined almost with no reference to 

the business cycle. This is explained by the strong influence of both 
international trade patterns and environmental variations. The fact that 
fishing supply has remained subject to year-to-year output fluctuations 
ItTlJ!* i r0m blolo * 1 f a ; and Physical forces differentiates it from the rest of 
^han- «f r 9 T Ce lndu8 5 r y Sroup. In addition, the important institutional 
change of extending coastal jurisdiction had an important effect unrelated to 
the business cycle. 

The lack of dependence on the national business cycle of energy and fishing was 
due in part to the fact that these industries produce internationally traded 

f«°«; /° ^ eX ^ nt x h8t 311 ° f the natural "source industries (including 
fo estry/wood products) now trade more on the international market, we may see 
both more instability and less relationship to the national business cycle. 
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Unemployment 



The U.S. average unemployment rate during 1969-85 for the labor force 16 years 
and over was 6.7 percent (table 7). Paper and allied products had much lower 
unemployment rates than the national average. A combined energy/mining 
industry had an average unemployment rate somewhat lower than the Nation but 
quite a bit more variable. Although energy/mining unemployment was lower 
during the early period of the study, it increased sharply in 1982 and has been 
much higher than the national average since then (fig. 8). The other major 
natural resource sectors — lumber and wood, and furniture and fixtures — both 
have unemployment rates much higher than the national average and standard 
deviations that are considerably larger. Except for paper and allied products, 
natural resource industries tended to have higher unemployment rates and more 
variable unemployment than other sectors. 

The continued existence of high unemployment rates in many natural resource 
industries raises questions about the behavior of workers in those industries. 
How do they adapt to the instability inherent in these industries? Stevens, in 
a study of lumber and wood products workers, found that within this sector were 
two types of workers: a "core" of "lifers" whose only earnings were in wood 
products and who held about 80 percent of the sector's Jobs, and a "periphery" 
of "floaters" who work seasonally in the industry or frequently move from one 
job to another in wood products (9). Given their skills and options, both 
lifers and floaters appear to be making economically rational decisions. When 
this study was begun in 1972, unemployment in wood products was found primarily 
among floaters. Given changes in the economic environment for wood products 
since that time, it may well be that much more of the recent unemployment in 
this sector is among lifers. 

Dual labor markets may exist within other natural resource sectors as well. 
They would be most likely to occur in slow-growing or declining sectors, such 
as furniture and fixtures and metal mining, with seasonal fluctuations in labor 
demand and cyclical or irregular swings in product demand. They would be less 
likely in rapidly growing sectors such as oil and gas extraction where patterns 
of behavior are still in flux, or in stable industries such as pulp and paper. 
Nor would they be likely among hired fishermen, whose labor market more likely 
resembles that of agricultural labor, where work is seasonal and most workers 
have other sources of income in the off-season. 

What effect does specialization in natural resource industries have on local 
unemployment rates? Counties specializing in forestry and wood products had 
unemployment rates higher than the national Average in every year from 1976-85; 
mining counties had higher rates in 9 of the 10 years (table 8). Energy 
counties had unemployment rates above the national average in 6 of the 10 
years, including the last 4 years. Agricultural counties had lower 
unemployment rates than the Nation in all but the last 2 years. 

Specialization in energy and agriculture once protected counties from high 
unemployment rates. Today, however, all types of specialization in agriculture 
and natural resources are associated with higher than average unemployment. 
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M economic «»^r T V temporar y Phenomenon or reflects a fundamental 8 hift 
.a economic structure is a matter of conjecture. Many of the counties 
specializing In energy and agriculture in 1984 became specialized Jn these 
ndustries during the rapid growth period of the 1970's (see table 3) Both 

r y S l? IX^tZTlt d6Cline8 ^ PriC6S ° f th6ir Products during 
cne early 1980 s. Higher than average unemployment rates in enerav avid 

agricultural counties may presage outmigration f rom these areas? *The extent of 

avana 8 b r i a tv" of III t °' thM — * Spends on the 

availability of relevant employment opportunities in the local labor market 

l C oca P i a i r ty. °PP° rtuniti - elsewhere, and on the extent of attachment to L 



Implications for Rural Areas 

The preceding material reveals two major characteristics of natural resources 
industries that make generalizations difficult. One is their spatial 

nirtT'f m" ^ t0 be f ° Und throu « hout ^e United States and only in 

parts of New England are there counties where these industries do not provide a 

hiSw S?™f Un J ^°u e f nd ^P 10 ^^' The other characteristic is the 
wefe llZtlT 6 ° f th ! indu8trie8 « Regardless of the basis on which they 

were compared-response to domestic and international developments, resource 
and environmental policy, technical change, or market structure~the 
differences outweighed the similarities. The one thing they all seem to have 
in common is that all are subject to considerable instability? 

When the spatial dispersion is combined with the differences among the 
industries even greater variation arises. This is often manifested in 
differing effects and responses within an industty to outside forces. For 
example, an environmental policy that calls for less sulfur emissions will tend 

others^rH , 6 demand r 1 mUCh m ° re 10 SOme re * i0n8 of the co r7 a 
others; indeed, one part of an industry may even benefit. 

Still another manifestation of the diverse and pervasive nature of the natural 
resource industries is that they are in no sense exclusively rural or nonmetro 

Tolltlt TTT reqUireS large am ° Unt8 ° f land ' forestr y *«* ™J products «e 
located mainly in nonmetro areas. But the location of fishing, oil anJ gas 

extraction, and mineral mining depends chiefly on the location of the 
resources, which may or may not be in nonmetro counties. And the processing of 
natural resource products, like the manufacture of many other goods, often 
finds economies of location in large urban areas. That is the reason that the 
HreT L re T rCe in ? UStries contribute more employment and income to met^o 
areas than to nonmetro areas. Against this background of spatial dispersion 
and dissimilarity, the following generalizations are offered: ^P" 810 " 

o Natural resource industries will probably not organize 

politically as a single group. Although interest groups exist 
within each industry, the differences between and even within 
the industries are so great that it is improbable they will 
organize to speak with a single or even with a few voices 
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Because natural resource industries are Important in both 
metro and nonmetro counties, policies affecting these 
industries cannot be considered to be exclusively or uniquely 
for nonmetro America. Even in recognition of this, the 
importance of the natural resource industries to many rural 
areas could easily be overlooked or not emphasized 
sufficiently. One in seven nonmetro counties receives 20 
percent or more of its income from these industries. The 
importance of these industries to rural welfare tends to become 
greater the more geographically remote the area, and the less 
well developed its linkage with urban centers. 

All of the natural resource industries are affected greatly bv 
international economic developments. When one goes beyond this 
broad generalization, diversity again comes to the surface. 
Some of the industries are major exporters while other natural 
Resource commodities are imported, such as the liquid fossil 
fuels. Despite this diversity, these industries, and many of 
the rural areas where they are important, would benefit 
significantly from greater stability in international economic 
relations. It is also clear that the instability and 
uncertainty in international markets stem from two major 
sources. One pertains to international economics and 
international relations, the other to our domestic economic 
policies. 

U.S. monetary and fiscal policies have an enormous effect on 
the natural resource industries. Monetary policy is very 
uneven in its impact on particular industries and, in turn, on 
regions where these industries are important. The roller 
coaster pattern of U.S. monetary policy of recent decades has 
destabilized housing and forestry and, unfortunately, the way 
that timber sales from public lands are made has not improved 
the situation. Other natural resource industries that are 
influenced by international trade are affected by monetary 
policy as well; a strong dollar discourages exports and 
encourages imports. 

The variation in structure among the natural resource 
industries causes them to respond differently to economic 
change. Farming and fishing, which tend to be more 
competitively organized, have little control over price; they 
are price takers. When demand declines, the price of their 
product drops and incomes suffer. Because they are smaller and 
hire fewer workers than mining, energy, and forestry, 
proprietors 1 incomes suffer and many proprietors leave the 
industry. Energy, mining and much of forestry, which are less 
competitively organized, reduce output when demand drops, 
usually precipitating less employment or lower wages, or 
perhaps both. Regardless of industry structure, all of the 
industries, and the rural areas where they are important, would 
benefit greatly from a more stable economy operating at a high 
level. 
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The natural resource industries are greatly influenced by the 
resource and environmental policies adopted at both the 
national and State levels. The nsture end effect of such 
policies will vary industry by industry and rural area by rural 
area. Some areas may be adversely affected, at least in the 
short run, by environmental policies that may cause reduced 
timber harvest, less coal mined, and closed-down nuclear 
plants. Nevertheless, the rural areas are also places where 
people live. Areas that become more attractive due to 
environmental improvement as rural residences, for retirement, 
and for outdoor recreation will benefit. The stability 
provided by economic activities of this kind may be very 
attractive to many places that have been subject to "boom and 
bust" experiences. 

All the natural resource industries have experienced technical 
change although at significantly different rates. A great deal 
of labor has been displaced by this process. Indeed, it is by 
making these industries more efficient that the less developed 
societies progress. And technical change can be expected to 
continue in the future even though its effect will be very 
different among the various natural resource industries. 
Industries that use relatively larger amounts of labor 
(forestry) will, of course, be affected very differently than 
industries that use relatively less (pulp and paper 
manufacturing). The closer the link between the rural area and 
the urban economy, the more likely are the resources freed by 
technical change to find employment. Rural areas that are 
remote in some sense and highly dependent upon a labor-using 
natural resource industry have the greatest cause for concern. 
It is one of the paradoxes of economic change that the regions 
and industries that become the most efficient over time may 
have to bear the major part of the social and economic cost. 
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Xstble 1-nAverage employment in natural resource Industries, United States, 
metro and noometro counties, 1969-85 1/ 



Industry United States Metro Nonraetro 





Thousands 


Percent 


Thousands 


Percent 


Thousands 


Percent 






of 




of 




of 






total 




total 




total 


Fishing/ 


176 


0.17 


NA 


NA 


NA 


NA. 


Fishing wage 


18 


.02 


13 


0.02 


6 


A AO 

0.03 


Energy 


634 


.61 


307 


.38 


314 


1.44 


Coal mining 


202 


.20 


47 


.06 


154 


.71 


Oil and gas 


432 


.42 


260 


.32 


160 


.73 


Mining 


202 


.20 


89 


.11 


115 


.53 


Metal 


85 


.08 


30 


.04 


58 


.27 


Nonnetal 


117 


.11 


59 


.07 


58 


.27 


Forestry and wood 














products 


1,850 


1.79 


1,123 


1 OA 

1.39 


712 


J. 21 


Forestry 


13 


.01 


5 


.00 


8 


c\i. 
.04 


Paper and allied 


686 


.66 


510 


.63 


176 


.81 


Lumber and wood 


675 


.65 


285 


.35 


377 


1.73 


Furniture and 














fixtures 


476 


.46 


323 


.40 


151 


.69 


Tbtal natural re- 














source industries 


2,862 


2.76 


Na 


NA 


NA 


NA 


/^ri culture 


6,225 


6.08 


2,857 


3.54 


3,395 


15.57 


Farm proprietors 


2,843 


2.74 


777 


.96 


2,090 


9.58 


Farm wage 


1,245 


1.20 


538 


.67 


743 


3.41 


Agrlc. services 


435 


.42 


279 


.35 


118 


.54 


Food and kindred 


1,703 


1.64 


1,262 


1.57 


443 


2.03 


Tbtal employment 


103,587 


100.00 


80,610 


100.00 


21,811 


100.00 



jTFor metro and nonnetro counties » 1985 data were not yet available. The metro and non- 
metro averages for 1969-84. Metro and nonanetro data are taken from different series than 
the U. S. data and do not sun to U. S. totals. 

2/Tbtal fishing enplqyment estimates are from National Marine Fisheries Service. Metro 
and nonraetro estimates are not available. 

NA - not available. 
Source r (13). 
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Table 2— Average real earnings in natural resource industries, United States, 
metro and nonmetro counties 2/ 



Industry United States tetro Norwetro 





Million 


Percent 


Million 


Percent 


Million 


Percent 




dollars 


of 


dollars 


of 


dollars 


of 




1982 


total 


1982 


total 


1982 


total 


rl8nlng z/ 














rxsmng wage 


360 


0.02 


272 


0.02 


92 


0.03 


"» 

energy 


lo,/z/ 


ft/ 
.94 


8,594 


.60 


7,684 


2.61 


uoai mining 




•31 


1,273 


.09 


4,055 


1.40 


oil ana gas 


11,364 


•65 


7,321 


.51 


3,630 


1.25 


MLnit^ 


4,593 


.26 


2,107 


.15 


2,521 


.87 


Metal 


2,137 


• 12 


794 


.05 


1,394 


.48 


Normetal 


2,456 


.14 


1,313 


.09 


1,127 


.39 


Forestry and mod 














products 


32,800 


1 QQ 


20,626 


1.44 


11,842 


4.08 


Forestry 


184 


•01 


79 


.01 


101 


.03 


Paper and allied 


14,927 


•85 


10,831 


.76 


4,004 


1.38 


Lumber and wood 


10,664 


.61 

•Ul 


L 70S 


. j j 




1 OA 

1.99 


FUrniture and 














fixtures 


7,025 


.40 


5,010 


.35 


1,975 


.68 


Total natural re- 














source industrie83/ 54,480 


3.11 


31,599 


2.20 


22,139 


7.59 


Agriculture 


77,098 


4.42 


41,587 


2.90 


36,966 


12.74 


Farm proprietor 


32,415 


1.85 


9,333 


.65 


23,572 


8.12 


Farm 


9,090 


.52 


4,879 


.34 


5,750 


1.98 


Agric. services 


4,581 


.26 


2,992 


.21 


1,015 


.35 


Food and kindred 


31,012 


1.79 


24,383 


1.70 


6,628 


2.28 



Total labor and pro- 
prietor incoTE 1,748,898 100.00 1,434,127 100.00 290,224 100.00 



J/ For metro and nonmetro counties, 1985 data were not available. The metro and 
nonmetro averages are for 196^84. Mitro and normetro data are taken from a different 
series than U.S. data and are not comparable with U.S. data. 

2/ Accurate figures on total fisheries earnings are unavailable. Fishing vrege 
earners are roughly 10 percent of all fishermen but probably represent more than 10 
percent of all fishing income. 

V Totals for natural resource industries represent covered BEA wage and salary 
income only (fishing proprietor earnings unavailable). Nunbers on this line are 
therefore underestimates and not comparable to the corresporxiing line in table 1. 

Source: (13). 
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TfehLe 3— Counties specializing in natural resource industries, selected 
years 1/ 



Industry 1969 1979 1984 







Nunfcer 






70 


172 


162 




2 


11 


J 


IIXBBLIU 


68 

TO 


161 


153 




39 


39 


33 


Metro 


o 


1 

* 


0 


Nonoetro 




OQ 




Forestry and Wcod Products 


167 


165 


167 


netro 


ID 




Q 

O 


Nonoetro 


1 CI 






Tbtal natural resource 








irvlis tries 


276 


376 


362 


Metro 


18 


24 


17 


Nonoetro 


258 


352 


345 


Agriculture 


504 


1003 


759 


Metro 


73 


41 


29 


Nonoetro 


431 


962 


730 


Total counties 


3,155 


3,155 


3,155 


Metro 


735 


735 


735 


Nonoetro 


2,420 


2,420 


2,420 



V/Countles in which 20 percent or more of labor and proprietor income is in 
specified industries. The 1983 metro definition identifies metro and nonoetro 
counties for all 3 years. 

Source: (10). 
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Tbble 4— Qxwth and stability of employment in natural resource irrius tries, 1969-85 1/ 



ttdted States Metro Ncnnetro 



Industry Average Standard Average Stardard Averse Standard 

annual deviation of annual deviation of annual deviation of 
growth rate growth rate growth rate growth rate growth rate growth rate 





Percent 




Percent 




Percent 




rxsmng 


1 Q1 


3.08 




NA 


NA 


NA 


TM «1%4 _i i i j w m i i ■ i 

Planing wqge 


-.55 


4.04 


-0.16 


8.22 


-1.00 


10.23 


Energy 


4.18 


7.57 


5.44 


7.78 


4.08 


7.76 


Goal mining 


2.48 


8.51 


1.62 


8.84 


3.36 


8.61 


uii am gas 






0.15 


9.10 


4.92 


10.33 


mning 


1 C/. 


5.65 


-1.30 


4.87 


-1.39 


6.66 


fetal 


-3.59 


10. 12 


-2.32 


9.82 


-2.94 


10.17 


Nornet&l 


-.22 


3.19 


-.75 


3.22 


.09 


3.91 


forestry and wood 














products 


.35 


4.81 


.14 


4.75 


.78 


5.40 


Forestry 


4.97 


6.30 


5.12 


9.22 


5.61 


7.01 


Paper ana allied 


-.27 


3.05 


-.52 


3.24 


.57 


2.94 


UUUD6L CKU WUUU 


07 


0.14 


1 VI 
I.jU 


0.00 


.79 


6.32 


Furniture and 














fixtures 


.41 


7.13 


.08 


7.19 


.98 


8.03 


Agriculture 


-.77 


1.22 


-.31 


1.08 


-.70 


1.10 


Farm proprietors 


-1.63 


1.58 


-1.14 


.82 


-1.30 


.61 


Farm uqge 


-1.05 


4.38 


-.06 


5.14 


-.39 


4.68 


Agric. services 


5.53 


3.23 


6.22 


3.05 


3.85 


7.25 


Food and kindred 


-.69 


1.30 


-1.21 


1.27 


.77 


1.79 


Tbtal wage and 














salary employment 


1.81 


2.02 


1.75 


2.10 


1.66 


2.02 


Tbtal 














en| xoyment 


1.99 


1.81 


2.00 


1.94 


1.60 


1.62 



JL/1985 data are not yet available for metro and ncnnetro counties; netro and normetro are 
for 1969-84 period. Metro and nonmetro data are taken form a different series than U.S. data 
and are not comparable with U.S. data. 

- not available. 
Source: (13). 
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Tbbte 5— <kowth and stability of real earnings in natural resource Industries, 1969-85 j_/ 



United States Metro Nonnetro 



Industry Average Standard Average Standard Average Standard 

annual deviation annual deviation annual deviation 

growth of growth growth of growth growth of growth 

rate rate rate rate rate rate 





Percent 




Percent 




Percent 




Fishing: 














Ft shiner wop 


0.92 


11.08 


1.71 


11.07 


-0.24 


14.17 


Energy 


6.20 


8.27 


7.57 


8.15 


6.04 


9.06 


Coa] mining 


4.86 


10.67 


4.10 


11.53 


6.05 


10.50 


Oil and gas 


6.96 


10.07 


8.22 


9.40 


6.41 


11.89 


Mini iw 


-.41 


6.35 


-.25 


5.42 


-.11 


7.55 


Metal 


-1.62 


10.61 


-.05 


10.45 


-1.20 


10.73 


Noraetal 


.56 


3.80 


-.20 


4.23 


1.20 


4.39 


Forestry and wood 














products 


1.02 


5.52 


.66 


5.24 


?.70 


6.56 


Forestry 


4.65 


4.80 


5.16 


6.62 


4.70 


6.25 


Paper and allied 


1.02 


3.76 


.58 


3.80 


2.14 


4.16 


Lunber and wood 


1.55 


7.67 


1.73 


7.76 


1.65 


8.13 


Furniture and 














fixtures 


.43 


7.74 


.01 


7.53 


1.11 


9.39 


Agriculture 


.19 


14.19 


-.01 


5.91 


1.88 


25.37 


Farm proprietor 


5.06 


42.89 


1.72 


28.16 


8.33 


54.86 


Farm woge 


-1.10 


5.70 


1.69 


4.15 


1.07 


5.17 


Agrlc. services 


5.62 


3.74 


5.53 


3.14 


4.09 


6.62 


Food and kindred 


-.21 


1.64 


-.64 


1.53 


1.13 


2.56 


Tbtal wage and 














salary income 


2.19 


2.48 


2.01 


2.50 


2.22 


2.84 


Tbtal labor and 














proprietor income 2.42 


3.23 


2.11 


2.76 


2.00 


5.08 



1/1985 data are not yet available for metro and nonnetro counties; metro and nonnetro data for 
the 1969-84 period. Metro and nonnetro data are taken from a different series than U.S. data 
and are not coiparable with U.S. data. 

Source: (13). 
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Table 6— Cyclical swing in natural rasource industry wage and salary disbursenents 



Industry 


Average 
real annual 
change 


Cyclical 
wing, 
1972-75 


Average 
real annual 
change 


17/ U \iC 


1979-71 


17/*.—/ J 


1976-79 










Percent 






Fishing 


16.60 


9.13 


7.47 


.69 


-11.25 


11.94 


Energy 


3.37 


19.39 


-16.02 


9.92 


9.86 


.06 


Mtnii« 


4.03 


-.86 


4.89 


4.97 


-9.39 


14.36 


Forestry and 














wood products 


4.34 


-8.18 


12.52 


3.71 


-4.39 


8.09 


Agriculture 


2.13 


-1.71 


3.84 


.95 


-4.39 


5.33 


Tbtal wge 














and salary 


4.58 


-2.36 


6.94 


3.73 


0.06 


3.67 



Source: (13). 
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Table 7— Ihenployment rates, by Industry, 1969-85 



Standard 

Industry Mean deviation 



Percent 



Energy and adrdi^l/ 6. 10 3.9 
Fores try2/ 

Unter and wood2/ 10.64 3.43 

Rjrniture and fixtures2/ 9.C5 2.84 

Paper and allied2/ 5.63 1.71 

Agriculture 10.26 2.86 

Total labor force 

(16 years old and over) 6.71 1.62 



_1/ Includes oil and gas, coal, metal mining, and nonmetal mining. 
2/Data available for 1973-85 only. 

Source: (11). 
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Table 8— Average unemployment rates In counties specializing in agriculture and 
natural resources, 197WJ5 1/ 



Industry 


1976 


1977 


1978 


1979 


1980 


1981 


1982 


1983 


1984 


1985 


Energy 


5.9 


5.8 


6.2 


6.0 


7.0 


7.4 


10.1 


13.9 


10.7 


11.0 


Mining 


8.3 


8.1 


7.4 


6.1 


7.4 


7.6 


15.8 


15.5 


10.3 


11.7 


Forestry and 
wood products 


8.4 


8.1 


7.1 


7.6 


9.8 


10.7 


13.4 


12.4 


10.6 


10.3 


Agriculture 


5.7 


5.8 


5.5 


5.5 


6.9 


7.4 


9.3 


9.6 


8.4 


8.5 


Total labor force 
(16 years old 
and over) 7.7 


7.0 


6.0 


5.8 


7.1 


7.6 


9.7 


9.6 


7.5 


7.2 



j/lbsnploytnent rates are calculated by sunning the number of unemployed in 
each year across counties in each group of specialized counties (as defined 
in Labi* 1) and dividing this by the sun of the labor forces in ttoee 
oouutier 



Source: (11). 
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Figure 1— Energy counties, 1984 




Figure 2— Mining counties, 1984 




Figure 3— Forestry and wood products counties, 1984 




I 




erJc 



Source: (10), 



15-19.99 percent of total 1984 
labor and proprietor Incomes (LPI) 
from agriculture. 

20 or more percent of total 1984 
LPI from agriculture. 



Figure 5, Income in natural resource industries 




Year 

A Forestry/wood products ^ Mining 

O Fishing + Energy X Farm and food processing 

Source: (13) 

Note: BEA-covered income only. Most fishing income is not 
included in BEA data. 
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Figure 6. Interest rate deviations from amount 
necessary to compensate lenders for time preference 
and inflation 
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Figure 7. Lahor productivity indexes 
Grots Product por Emptoytt, 1969-100 




1969 



1965 



+ Mining 



0 En 



ergy 



X Farm and Food processing 



Q Agricultural services, forestry, and Mshing Total 

/i Lumber, wood, paper and allied products, furniture and 
fixtures manufacturing 



Sources: (12 and 13) 
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Figure 8. U.S. Unemployment Rates 



by Industry 



e 




i r 

1969 1970 1971 1972 1973 1974 1975 1976 1977 1971 1979 1980 1981 1982 1983 1984 1985 



Mining 



Agriculture 



Total 



Source: (14) 
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Source: (14) , 
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CHAPTER 6 



PROSPECTS FOR SERVICE SECTOR EMPLOYMENT GROWTH 
IN NONMETRO AMERICA 



James P. Miller and Herman Bluest one 



Abstract. Service-producing industries provided most of the employment 
growth in nonmetro America and all of it in metro America over the past 
15 years. Growth in both kinds of areas appears to be largely explained 
by changes in demography, household incomes, consumer tastes, and 
technology. It also tends to be linked to growth in goods production. 
That lintege appears to be stronger for nonmetro areas, than for met*o 
areas partly because the goods-producing sector is a larger employer in 
nonmetio areas and partly because nonmetro areas appear to lack the 
amenities needed to attract business-oriented services such as data 
processing, insurance, brokers, and other administrative services. 
Preliminary analysis of recent employment trends suggests that nonmetro 
areas may continue to lag behind metro areas in services unless they can 
capture a larger share of the Nation's goods production or expand export 
services. 



Over the past 15 years, there has been virtually no employment growth in the 
Nation's goods-producing industries (manufacturing, construction, mining, 
agriculture, forestry, and fisheries). Employment growth in these industries 
has been arrested partly by continuing gains in labor productivity and in more 
recent years by more intense foreign competition. Nearly all of the employment 
growth has been in the service-prodi -iing industries (wholesale and retail 
trade, finance, insurance, real estate, other private services, and 
government) • 

Becaue- growth in goods-producing employment has been stagnant, future 
employment growth prospects for rural areas would seem to hinge on their 
ability to compete with urban areas fnr service sector jobs. In this chapter, 
we focus on how successful rural are<»3 have been and are likely to be in this 
competition. We begin by evaluating what other social scientists have had to 
say about the recent expansion of employment in the service industries with 
specific reference to rural areas. In this, evaluation, the implications for 

James Miller and Herman Bluestone are economists in the Agriculture and Rural 
Economics Division, ERS, U. S. Department of Agriculture. This chapter is 
based on a paper piesented at the 26th Annual Meeting of the Southern Regional 
Science Association in Atlanta, March 26-28, 1987. 
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service industry growth in rural and urban areas are emphasized. We used data 
on wage and salary employment for the 1969-84 period to assess how well 
nonmetro areas have been keeping up with metro areas in expanding service jobs. 

First, we describe how patterns of employment growth in nonmetro and metro 
service industries have changed between 1969-76 and 1976-84 and relate these 
changes to the growth pattern in goods-producing industries. We then use the 
data to identify the types of service activities that tended to concentrate in 
nonmetro areas. 

Employment in the service industries increased rapidly in both nonmetro and 
metro areas from 1969-84. Much of this growth appears to be associated with 
changes in demography, household income, consumer tastes and technology. Part 
of the change in the rate of service employment growth in both nonmetro and 
metro areas between the first and second half of the 1969-84 period is 
associated with the change in the rate of goods-producing employment growth. 
But, the service industry also appears to have more of a life of its own in 
metro than nonmetro areas; employment in new urban-based service activities 
(producer services) continued to expand and even to accelerate after 1976. 

Over the 1969-84 period, nonmetro service employment growth lagged behind metro 
growth. However, during the first half of the period (1969-76), service 
employment growth in nonmetro areas exceeded that in metro areas by a fair 
margin. Nonmetro service employment seems to have grown faster because of 
their link to goods-producing jobs, which increased in nonmetro areas but 
declined in metro areas during 1969-76. After 1976, the rate of service sector 
employment growth fell sharply in nonmetro areas, and increased sharply in 
metro areas. The divergent patterns in goods-producing employment growth 
between nonmetro and metro areas appears to have been a factor in their 
different rates of service sector growth. During 1976-84, the nonmetro growth 
rate in services dropped far below the metro rate as growth in the 
goods-producing sector faltered in nonmetro areas but sharply recovered in 
metro areas. 



From the data analysis, we also find that most service industries in 1984, 
other than those catering to local consumers or linked to the traditional 'rural 
economic base (natural resource industries and manufacturing), were 
underrepresented in nonmetro areas. These findings are consistent with current 
regional and urban economic theory and with the empirical findings in several 
recent studies. The revolution in information technology (telecommunications, 
satellite transmission, and personal computers) may eventually weaken the ties 
that bind some service activities to major population centers and lead to a 
decentralization of these services to rural areas. If this happens, many rural 
areas may have the potential to substantially increase jobs by marketing 
services to other areas in addition to expanding recreation and 
retirement-oriented activities. However, we were not able to identify i^*t 
such a development has yet begun. As in the past, changes in the service 
sector in most rural areas, with the notable exception of some areas closely 
linked to metro areas, probably will continue to reflect changes in the 
goods-producing sector and changes in consumer tastes. 
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The Process of Service Sector Growth 



Classical export base theory predicts that an area's employment in nonbasic 
Industries (those serving local markets) will expand to complement growth in 
its basic industries (those serving markets outside the area) (13)# 1/ In 
general, basic industries tend to be goods-producing industries and nonbasic 
industries tend to be service industries. Thus, data for these two categories 
of -Industries have often been used to 'test" the export base model. In 
examining employment trends over the last 25 years, we are struck by the fact 
that service sector employment increased dramatically despite little growth in 
the goods sector. Because of this growth difference, goods-producing 
employment at the national level declined fairly steadily from about 41 percent 
of total nonfarm wage and salary employment in 1950 to about 26 percent in 
1985. If we consider the United States as a region exporting to the rest of 
the world, export base theory cannot explain the expansion of service 
employment over this entire period because employment in the goods-producing 
industries did not increase much. 

Others have argued that the national trend in service sector employment growth 
has been much more affected by changes in household Income, technology, and 
consumer tastes than by changes in employment in basic or export industries. 
For example, Fuchs offers three hypotheses to explain the service sector 
employment growth (8). First, he argues that since services have an income 
elasticity of demand greater than 1, services per capita would increase faster 
than income as per capita income rises. Given the substantial increase in real 
per capita income in the United States over the last quarter cenLury, we might 
expect services to account for an expanded share of both national income and 
employment for this reason alone. 

Second, Fuchs suggests that as the economy grows, it becomes more efficient for 
some services, which were once provided within the firm and household, to be 
procured from outside. Services provided by management, consulting, public 
relations, and data processing firms are some of the business ssrvices being 
contracted out by firms, while day care, eating away from home, and household 
help are those being used by households. While in many cases, the same volume 
of services is being provided as before, these services are now measured as a 
separate market activity and counted as part of the service sector. 
Specialization, however, particularly in urban centers, also has lowered the 
cost of many outside services and actually increased the volume demanded and 
produced. 

Finally, Fuchs seeks to explain the increasing importance of services in the 
national economy by noting that growth in labor productivity has been slower in 
the service-producing industries than in agriculture, manufacturing, and 
mining. Thus, even if the outout of services increases no faster than the 

17 Underscored numbers in parentheses refer to sources listed in the 
References at the end of the chapter. 



ERIC 



6-3 

IV. 



output of goods, employment would increase more rapidly in service-producing 
industries than in goods-producing industries. As a result, the share of total 
employment in services would increase. 

The relatively fast growth of service employment has also been attributed to 
the aging of the American population. The premise is that older people spend a 
larger share of their income on services than younger people. 

The export base theory, which was not intended to explain service sector growth 
at the national level, is expected to perform better at the regional level 
particularly in regions that have experienced rapid change in their basic 
sector, and that specialize in goods production, such as agricultural, mining, 
and manufacturing areas. Hence, this theory might be expected to be more 
relevant for explaining service-sector employment growth in nonmetro than in 
metro areas. For example, Garnick explains nonmetro employment growth in the 
1970's in the context of the export base model (9, 10). 

Service employment expanded to complement the growth of basic goods production. 
It was, accord! lg to Garnick, a process of "caching up" with the rapid 
expansion of basic industries. Manufacturing industries, in search of low 
wages and nonunion labor, had expanded rapidly. Agriculture and related 
industries, with the promise of more Russian wheat sales in the future, also 
had expanded, as did many recreation- and retirement-related industries. 
Garnick however, expressed concern about the recent trend of service employment 
in nonmetro areas which, as he observes, has slowed and "may be close to 
peaking." Factors that favored rapid employment growth in the 1970's may have 
spent their force in the 1980 's. Markets for traditional agricultural and 
energy-related products have not expanded as rapidly and foreign competition in 
low-wage manufacturing has increased. 

Bender provides further support for the export base explanation of growth in 
rural areas (1). He concludes that services should be considered as playing a 
"passive role" in nonmetro county growth; that growth in the service sector is 
ultimately dependent on the expansion of basic goo' production and other 
sources of income from outside the county such as transfer payments. 



Locational Orientation of Services 

The continuing shift from a goods to a services economy appears to have 
benefited metro areas more than nonmetro areas, especially in recent years. 
This is partly because most of the newly created services, especially those 
based on recent advances in technology, have been or'ginating in metro areas 
and have been slow to decentralize into nonmetro areas. 

Location suggests that consumer services, such as retail stores, restaurants, 
auto repair shops, will be evenly distributed in .relation to population, 
whereas "advanced" producer services, such as data processing and other 
business services, which can market over large areas will tend to locate in 
metropolitan areas (6). These advanced services will be largely confined to 



metro areas because of the cost and marketing advantages of agglomeration .2/ 
This will leave the peripheral, nonmetro areas with "residual specialization" 
in certain consumer services of the kind provided by government, recreational, 
and retirement businesses, and some distributive activities. A good example of 
residual specialization in these services would be warehousing, trucking firms, 
motels, and restaurants at rural interstate highway interchanges. 

Duncan demonstrated that a certain city size is required to support particular 
service industries. News syndicates and miscellaneous advertising, for 
example, required a critical city size of at least 50,000-100,000 persons in 
1954 (7). Business services, in general, are more urbanized thrn personal 
services. The most specialized consumer services also tend to be urban 
oriented. The least specialized services tend to be rural oriented, such as 
reoa-t^ shops run by jacks-of-all-trades or offices that offer a combination of 
real estate, insurance, and financial services. 

Noyelle argues that advanced producer services, which have recently contributed 
more to national employment and GNP growth than other services, will continue 
to locate and expand only in the largest cities (15) . Advanced producer 
activities provide a multitude of business services to other urban businesses 
(data processing, insurance, brokerage, and other administrative services). 
These activities either market directly to other businesses outside the urban 
areas or sell to local businesses who then export goods that embody these 
services (2, JjS). Noyelle believes that a "functional dichotomy" has emerged 
between a few major metropolitan areas that are well positioned to produce and 
export advanced services and other, smaller metro and nonmetro areas. 
Consequently, most rural areas are not expected to attract advanced producer 
activities. 

Cocheba, Gilmer, and Mack lend further support to Noyelle 1 s findings by 
documenting the weakness of advanced producer services in a predominantly 
nonmetro region, the Tennessee Valley 04, 5) . They attribute the relatively 
slow growth of the Tennessee Valley's service sector to low per capita income, 
which has inhibited the growth of many consumer services and the low proportion 
of company headquarters in the region, which has reduced the need for producer 
services. Growth of manufacturing in the Tennessee Valley has been primarily 
in branch plants controlled by headquarters in other regions. The three 
researchers concluded that the absence of headquarters in the region has 
limited the growth of legal, engineering, accounting, and other support 
services that typically locate in or near headquarters operations. This 
suggests that reliance on indigeneous rural economic development through the 
creation and expansion of new locally owned businesses may be more effective 
than attracting branch plants of regional or national firms. 

If The term 'agglomeration 1 refers to the concentration of people attracted 
to one place because many firms are in that place. Because of the large 
market, firms can specialize, produce, and market goods and services at lower 
costs (14). 
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While most rural areas appear less favorably placed than metro areas to 
participate in the current rapid expansion of advanced producer services. th» 
outlook for total employment growth in the rural service sector does not appear 
to be completely discouraging for a number of reasons. First, residential 
services have been increasing about as fast in nonmetro as in metro ateas. 
Second, some rural areas have had some success in exporting services. For 
example, Smith and Pulver OS, _19) in a survey ,i 385 nonmanufacturing 
businesses in nonmetro areas of Wisconsin found a significant amount of 
exporting activity. The exporting businesses were typically absentee-owned 
businesses that chose nonmetro locations because of labor and other cost 
advantages. Some 27 percent of the businesses studied made over half of their 
sales outside the local ea. 

Eventually, rural areas may benefit from the rapid improvement of information 
technology telecommunication, satellite transmission, and personal computers, 
in the future, some advanced export «ervices may be provided via 
telecommunication from locations outride of metropolitan areas. The location 
decision may be characterized as a "telecommunications-transportation tradeoff" 
which is an exprension of the extent to which information using 
telecommunications can provide an alternative to the physical movement of 
people, goods, and information. Garnick argues that technological change 
favors a dispersion of botb production activities and producer services; that 
advances in telecommunica. ons and transportation have overcome the barriers of 
distance and reduced the importance of agglom Uion economies 
in the provision of producer services (9). No>elle also suggests that data 
processing facilities of large businesses (notably in insurance and banking) 
may increasingly be uttracted to nonmetro locations because advances in 
communications allow them to operate at a distance from the central office, and 
advances in data processing permit the employment of relatively low-skilled 
clerical labor, which is found almost everywhere (15). 

Leven agrees tbit the the new information technology can decentralize producer 
services, particularly information control functions formerly carried out by 
middle managers and staff with<n the firm 02). Daniels, however, is less 
certain about the "pace and outcome" of t a possible spatial changes to result 
from innovations in computer and telecommunications technology (6). He 
observes that, "speculation seems to predominate over fact" (6, p. 272). The 
same technology tS.at could promote decentralization of some slrvice industries, 
could at the same time, lead to centralization of others. Daniels believes 
lower-order consumer services, could continue to disperse and become 
increasingly localized whereas higher-order producer services, which are mainly 
concerned with control rather than customer serv^e, could become even more 
centralized in the future. 

Recent studies also reveal that most of the more desirable service jobs will be 
ir metro areas. Managerial, professional, and technical jobs that pay well are 
not generally found at rural service locations. They are found in urban 
centers where company headquarters, regional offices, and specialized service 
activities tend tc concentrate. Lower-order service activities that rely on 
unskilled labor, notably sole proprietorships and branch outlets in retailing 
and other residentiary services are commonly found in nonmetro areas. Urban 
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oriented services — distributive, producer, and social — according to a study by 
Stanback and Noyelle, ranked higher than consumer services in average annual 
earnings in 1975 (2p. 



Approach Used in Data Analysis 

Our empirical analysis differs from earlier work on the service industries in 
three ways. It uses a more comprehensive database. It is national rather than 
regional in scope. And it focuses on differences between the nonmetro and 
metro service sectors. We use wage and salary employment data from the U.S. 
Department of Commerce (Bureau of Economic Analysis) to compare metro/nonmetrc 
changes in the rates of employment growth and to quantify differences in the 
distribution of employment among various service industries. Changes of growth 
in these industries in nonmetro areas, both adjacent and not adjacent to metro 
areas, are also examined. 

Data 

Patterns of employment change between 1969-76 and 1976-84 are measured by 
compounded average annual growth rates. The early period as one of rapid 
manufacturing employment growth in nonmetropolitan areas whereas the most 
recent period was one of slow growth. Employment location quotients (discussed 
in more detail later) indicate the kind* of areas where various categories of 
service-producing industries tend to concentrate. A location quotient greater 
than 1 shows that a group of counties, t<uch as large metro, or nonmetro areas 
not adjacent to metro areas, tends to specialize in a particular 
service-producing category and market (export) some of the service outside the 
area.2/ Quotients less tnan 1 suggest that the industry is underrepresented in 
the county group and imports the service. 

Definition of Service Industries 

We currently lack sufficient detail in census and administrative sources to 
examine the service industry as rigorously or in as much detail as we would 
like. Like others, we have taken the conventional approach of classifying 
services as everything other than extractive industries (agriculture, mining, 
forestry, tish ries) and transformative industries (manufacturing and 
construction) (20, 21). We have grouped service-producing industries into five 

3/ The employment location quotient compares industry shares of employment at 
the county or multi-county level with national shares by meane of a ratio. It 
has well-known limitations. First, it does not take into account labor 
productivity differences between areas. For example, a high location quotient 
could mean that a relatively large proportion of the total workforce in an area 
is employed in an industry that markets the service locally and does not 
export. Second, consumption patterns vary among areas and this could result in 
a location quotient that does not reflect crade activity. Third, aggregation 
of employment into broad industry categories and county groupings conceals many 
activities that ire almost totally exported. 



°^?f? ri !f by ^ Pe °! con8um P tlon (or market). This classification is a 
modification of one first developed by Singlemann (17, p. 31). The five 

ter^li ^T!!/"^ con8uraer ««vices, social services, government, producer 
nllJrV f? di8tri butive services. The 2-digit SIC (Standard Industrial 
tllll f Ji 0n) J 6 " 1 " * ndu8trie8 included in each group are shown in appendix 
table 1. The major market for producer services, by definition, is other 
businesses. The output of distributive services (transportation, public 
utilities and wholesale trade) is also closely linked to the output of other 
businesses. The market for consumer services is private households. The 
demand for social services depends on both private and government expenditures. 
And finally, the level of government employment depends on the political 
process. With this system, we can describe how growth and employment shares in 
highly aggregated service categories exhibit common locational patterns 
according to the level of urbanization. 

Growth and Locational Orientation of Services 

Nonmetro employment growth has slackened considerably in recent years (table 
1-see tables at end of chapter). During 1976-84, it increased at an annual 
average rate of only 1.3 percent, down from 2.1 percent during 1969-76. The 
nonmetro rate unexpectedly fell almost 1 percentage point beiow the metro rate 
in the more recent period from almost 1 percentage point above it in the 
earlier period. 

Structural change toward a greater dependence on service, and a reduced 
dependence on goods production was more evident in metro than nonmetro areas. 
The share of metro employment in service-producing industries increased almost 
8 percentage points from 68 percent in 1969 to 76 percent in 1984, whereas the 
nonmetro share in these industries increased less than 4 percentage points IT 
67.5 percent in 1984. This key difference in the industrial structure of the 
two types or areas can be seen even more clearly by noting thit goods 
production accounted for almost 32 percent of 1984 employment, in nonmetro areas 
and only 24 percent in metro areas. 

Overview of the Two Periods 

Employment grew faster in nonmetro than metro areas in 1969-76. Nonmet-o 
expansion of employment in goods production, 1.4 percent annually, was * 
complemented by an annual growth of employment in service industries of 2.5 
percent. By contrast, metro employment in goods production declined at an 
annual rate of 1.1 percent. Nevertheless, employment in service industries in 
metro areas continued to expand at an annual rate of 2.2 percent. 

Driven by the rapid growth of employment in the goods-producing industries, 
employment in business and co.sumer services expanded rapidly in nonmetro areas 
between 1969 and 1976 (table 2). Employment in producer, distributive, and 
social services expanded at a iaster annual rate in nonmetro than metro areas. 
The rate of service employment expansion was even faster in nonadjacent 
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nonmetro areas where employment in goods production, particularly in extractive 
industries, also grew at a fast pace. Employment in consumer services and 
government increased at about the same rate in nonmetro and metro areas. 

Employment grew slower in nonmetro than metro areas in 1976-84 (table 1). 
Nonmetro employment growth in goods production came to a virtual halt after 
1976, with the average annual growth rate declining by 1.3 percentage points 
from the 1969-76 rate. In service industries, the reduction in the growth rate 
was only half as large; nevertheless tha; was almost 1 percentage point lower 
than the metro rate in service industries. 

In nonmetro areas, growth rate reductions of 4.2 percentage points in social 
services, 2.7 percentage points in distributive services, and 0.7 percentage 
point in government more than offset growth rate increases .In producer and 
consumer services (table 2). Except for government, employment in all major 
categories of services grew at lower annual rates in nonmetro than metro areas. 

The 1969-84 trend clearly shows that nonaetro areas have not kept up with metro 
areas in service employment growth. Nonmetro service employment, closely 
corresponding to the pace of expansion in the basic or goods-producing sector, 
first expanded rapidly and then slowed down in 1969-84. But, service 
employment continued to grow rapidly in metro areas, even though employment in 
basic goods industries declined during 1969-76 and increased only slowly during 
1976-84. Growth in nonmetro services thus appears to have been closely linked 
to the expansion of goods-producing industries, particularly during the early 
1970's. By contrast, while service growth in metro areas did benefit from the 
recovery of the goods-producing sector after 1976, much of the growth must be 
attributed to other factors. Throughout the 1969-84 period, the metro service 
sector tended to take off independently of the basic goods sector and set its 
own course of rapid growth. The nonmetro service sector may eventually follow 
thi same course, but since 197< it has fallen behind the pace of metro service 
industries. 

The slower rate of employment growth in producer and distributive services in 
nonmetro areas after 1976 reflects the growth rate reduction in the traditional 
rural export base. Services provided by banks, realtors, trucking firms, and 
warehousing firms that supported rapid expansion in agricultural, 
manufacturing, and energy-related industries were lass in demand after 1976 as 
world markets for agricultural and energy-related products shrank and nonmetro 
areas lost their competitive locational advantage in low-wage, labor-intensive 
manufacturing to foreign countries. 

The more rapid growth of employment in producer services in adjacent, nonmetro 
areas after 1976 may be related, in part, to the expansion of metro 
export-oriented industries. Many firms that provided producer services in 
urban areas may have relocated and expanded employment in adjacent nonmetro 
areas • 
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Much of the nonmetro growth In producer and consumer services, however, was 
Influenced by the growth in residential and local business demand which had 
been steadily building up in the 1970's. These services expanded primarily to 
catch up witu the requirements of a growing population and work force. 

Locational Orientation of Services 

The shift from goods to services has had its major impact on metro economies. 
Unlike goods production, service activities have tended to concentrate in large 
cities. As shown by location quotients greater than 1 (table 3), three of the 
five major categories of services (producer, distributive, and social) are 
concentrated in the largest metro counties. Smaller urban places appeared to 
be less specialized in these broad categories of services. The location 
quotients decline to less than 1 as the level of urbanization declines from the 
largest urban counties to nonadjacent, nonmetro counties. The location pattern 
reverses for goods production and government, however, to favor nonmetro 
counties. Extractive industries, as expected, were clearly dominant in 
nonadjacent, nonmetro counties, manufacturing industries in small metro and 
adjacent nonmetro counties. Government also seems to have a larger presence 
away from metro areas, but this may be due to a misinterpretation of the 
employment location quotients. There are significant economies of scale in the 
provision of government services which may cause location quotients to 
understate their importance in urban areas and overstate their importance in 
rural areas (U) . Consumer services were generally found everywhere a3 
indicated by invariant location quotients (approximately equal to 1) across the 
four county groups. 

Further, comparisons of employment location quotients over the 1969-84 period 
(not presented here) do not show improvement in nonmetro area's position in 
producer, distributive, and social services. The location quotients in 1984 
(table 3) were at approximately the same level as In 1969 for each major 
category of services. The manufacturing and construction ouotients, however, 
were substantially lower in 1984. 

The urban-rural pattern of location can be seen much more clearly in table 4, 
which shows the service sector disaggregated to the 2-digit SIC level. At this 
level of disaggregation, service industries appear to be poorly represented in 
nonmetro areas. Of 45 service industries, only 10 had a relatively high 
profile in rural areas (location quotients greater than 1) and seven of these 
were residentially oriented such as: 

o foodstores, 

o auto dealerships and gas stations, 

o public utility companies, 

o State and local government offices, 

o combinations of real estate, loan, insurance, and law offices, 

o private households (maids, cooks, gardeners), and 

o hardware stores, lumberyards, and mobile home dealers. 
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The other three industries can be identified as possibly providing services to 
export-oriented activities in nonmetro areas: 

o agricultural service activities (crop services, fertilizer, and 

pest control firms) 
o railroad activities (grain and livestock terminals), and 
o gasoline and oil pipeline operations. 

None of the two-digit service industries can be identified as exporting 
services directly to metropolitan areas. Most service industries (28 of 45) 
were concentrated (location quotients greater than 1) in urban or large urban 
areas* Highly specialized services, such as those provided by security and 
commodity brokers, large financial and insurance institutions, and specialized 
legal, accounting, and data processing firms, were found almost exclusively in 
large urban areas. A wide range of other activities, such as banking, large 
department stores, and specialty retail and repair shops, also appeared to be 
more oriented to urban than rural locations. Transportation service facilities 
and wholesale trade operations were primarily urban-oriented as well. 

Restaurants, hospitals, and motels were generally found in both rural and urban 
areas* Their locations appear to be more ubiquitous than either the group of 
28 specialized urban service industries or the small group of residential rural 
services • 

The concentration of services in urban areas seems to be a well-established 
fact in the United States. Our data support the theory of an urban hierarchy 
of services that assumes that large cities specialize in a wider range of 
service activities than small, nonmetro places. According to central place 
theory, we would expect large urban areas to specialize in more service 
activities than small, nonmetro areas do. Thus, we would expect that as city 
size increases: 

o Family incomes increase and consumers demand a greater varioty of 

services (for example, more two-earner families use restaurants, day care 
centers, and other personal services). 

o Agglomerations of corporate headquarters and other administrative 

facilities increasingly hire specialized business services that can be 
obtained at less cost than if they provided them themselves. 

o Generalized, multi-service activities are taken over by more specialized 
restricted lines of services such as brake repair specialists, law firms, 
specialty retail outlets, and so on. 

Conclusions and Policy Implications 

Two hypotheses implied by previous studies and further examined in this paper 
are critical to arguments concerning the role services may play in rural 
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development. The first is that the rural service economy depends on 
traditional, basic goods production and other industries attracted by the 
natural amenities of rural areas (recreation and retirement). The second 
hypothesis concerns the location of services; that is, that services will 
continue to centralize in and around cities, unless changes in communications 
and information technologies weaken the ties of service production to major 
population centers and cause them to decentralize. 

With regard to the first hypothesis, the data clearly show that services 
employment increased much faster than goods-producing employment everywhere. 
However, nonmetro service growth did not keep pace with metro service growth 
over the 1969-84 period, and sluggish growth in goods-production since 1976 
appears to be one of the reasons why. 

The second hypothesis, that services are generally urban-oriented activities 
also is supported by our data. Employment shares in most service industries 
increased with urbanization. Except for service industries catering to 
consumers (consumer services) and a few service industries linked to the 
traditional economic base, most service industries were not oriented to 
nonmetro areas. Thus far, there is little evidence that services have loosened 
their ties to big cities and have begun to decentralize to rural sites. 

It is premature to conclude that services will decentralize to rural areas in 
the near future , We must reserve judgment on this question until the 
revolution in communications and information technology has advanced much 
further. It might be more realistic to consider rural services as playing a 
passive role in rural growth (1). Although demand for consumer services in 
rural areas will continue to benefit from changes in demography, income, and 
tastes, overall demand will continue to depend heavily on the expansion of 
basic manufacturing, retirement, and recreation activities. Services should be 
considered in rural development plans for traditional reasons as a part of the 
nonbasi? sector driven by expansion of the basic sector. 

Over a longer time span, however, rural service employment might be linked to a 
long wave of development, one that parallels but always lags behind the urban 
cycle. This process is analogous to the filtering down or life cycle process 
for manufactured goods, wherein urban manufacturing industries relocate to 
rural areas to take advantage of lower labor costs after they mature and their 
production processes become standardized (3). Urban areas generally tend to be 
in a more advanced phase of industrial development, with new technologies being 
developed and applied in service industries to meet the rapidly changing 
requirements of urban households and businesses. 

If this hypothesized process in fact corresponds to reality, a transitional 
policy that lends temporary support to the rural economy may be the best 
approach. Given the long-term course of development, rural areas eventually 
could move into a new industrial phase similar to that of the 1960's and early 
1970' s in which low-wage manufacturing shifted from urban to rural areas. 
Urban-based corporations in the service sector could seek low-wage rural sites, 
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free of urban congestion and abundant in rural amenities for their auxiliary 
operations. Once this process begins, the dispersion could be rapid for some 
export-oriented service industries. Because of continuing improvements in 
communications, transportation, and the new information technology, 
urban-oriented service industries, that (for example) deliver information 
services, may be able to move swiftly from an innovative phase to a mass 
delivery and decentralization phase. Service industries would tend to locate 
in major population centers during the innovative phase so they could develop 
and market new services, better assume necessary risks, hire the requisite 
professional, managerial and skilled labor, and grow rapidly. As the new 
industries mature, their markets would expand and they would attempt to hold 
wage rates down by replacing the skilled jobs created during their 
developmental phase with less skilled jobs through task division. This could 
mean more auxiliary service functions, outlets, and subcontractors at suburban 
and close-in nonmetro areas. ^ 

Rural officials 3hould not be misled into thinking that they can create /ati 
export-based service economy overnight. Instead, they should consider 
developing the local economy by substituting local services for those 
previously sought outside the community wnile waiting for traditional 
goods-producing industries to recover from their current difficulties, or by 
building up new outside sources of income by attracting retirees or tourists. 

Over the long term, telecommunications and the new information technologies may 
make it possible for some urban-oriented services to decentralize to nonmetro 
areas. The most likely shift at this stage appears to be export-oriented 
business services moving to rural areas adjacent to the major urban centers 
where headquarters, other administrative facilities, and attendant producer 
services tend to agglomerate. 
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Table 1 — Change in naif am wge and salary euploywjnt in goods-, art service-producii^ 
Industries, Metro and noaaetro counties, 1969-84 1/ 



Chaqge in employment 



Comty type 
and 

industry group 



Bsploynent 
in 1969 



1969-76 



1976-84 



Share 
of employment 







Number 


late 


Number 


late 


1969 


1976 


1984 






Million — 


Pet. 


Mil. 








United States: 


















Goods-producing 


25.8 


-0.9 


-0.5 


1.1 


0.5 


32.9 


28.8 


25.7 


Service-producing 


52.6 


8,7 


2.2 


13.8 


2.6 


67.1 


71.2 


74.3 


Total 


78.4 


7.8 


1.4 


14.9 


2.0 


100.0 


100.0 


100.0 


Metropolitan: 


















Goods-producing 


20.2 


-1.5 


-1.1 


1.0 


.7 


31.8 


27.1 


24.1 


Service-producing 


43.4 


7.0 


2.2 


12.0 


2.7 


68.2 


72.9 


75.9 


Total 


63.7 


5.5 


1.2 


13.1 


2.2 


100.0 


100.0 


100.0 


Nonaetropolltan: 


















Goods-producing 


5.5 


.6 


1.4 


0 


.1 


37.4 


35.8 


32.5 


Service-producing 


9.2 


1.7 


2.5 


1.8 


1.9 


62.6 


64.2 


67.5 


Total 


14.7 


2.3 


2.1 


1.8 


1.3 


100.0 


100.0 


100.0 



1/ Metropolitan counties are those tfiich were in Metropolitan Statistical Areas (MSA's) 
designated by the Office of Manegaoent and Budget as of 1963. All other counties are 
nonmtrqpolitan. Bites of change are compounded annual rates. Detail on enployment 
nay not add exactly to totals due to rowdlig. 

Source: Ccnpiled from county data provided by the Bureau of fcononrtc Analysis, U.S. 
Department of Camera. 
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Table 2 — fetes of change in nonfann wage and salary employment, selected groups of 
lnckis tries, netro and nonmetro counties, 1969-76 and 1976-64 1/ 



Nonmetropoiitan counties 



ml 
period 2/ 


Ui LI HM 

States 


counties or 
areas 


Total 


Adjacent 
to metro 

01009 


Nsnadjaoent 
to netro 








Percent 






Goods-produdog: 












l3u.IaCu.Ve 


















z. j 


Z.J 


Z.O 


1976-84 


- .4 


.5 


-1.2 


-1.2 


-1.2 


nanLiraccuring a GOnBcruccion 












ItW 70 


— ft 




1 1 
!• 1 


7 


1*0 


1976-84 


.6 


.7 


.4 


.5 


.3 


1SfiM~iit<M^ nib \t\t 11 1 1 1 ti 1 1 
























1969-76 


2.6 


2.5 


3.3 


3.1 


3.4 


1976-84 


4.7 


4.9 


3.6 


3.9 


3.4 


ft of- 1*1 hlM MO- 
ULD Lil lUUiVc 












1969-76 


1.6 


1.2 


4.2 


3.9 


4.5 


1976-84 


2.0 


2.1 


1.5 


1.7 


i.2 


Consumer — 












1969-76 


1.5 


1.6 


1.4 


1.2 


1.6 


1976-84 


2.6 


2.8 


1.9 


2.0 


1.8 


Social— 












1969-76 


7.5 


7.4 


8.2 


7.6 


8.8 


1976-84 


4.1 


4.1 


4.0 


4.1 


3.9 


Gbvernnent — 












1969-76 


1.5 


1.5 


1.6 


1.7 


1.6 


1976-64 


.8 


.8 


.9 


.9 


.9 



II Metropolitan counties are those thich were in Metropolitan Statistical Areas (MSA's) 
designated by the Office of Management and Budget as of 1983. All other counties are 
noaaetropolitan. fetes of change are confounded annual rates. 

2/ The two-digit SIC industries Included in each industry group are shown in appendix table 1. 



Source: Compiled from county data provided by the Bureau of Eooncmtc Analysis, U.S. Department 
of Comerce. 
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Table 3 — flnployment shares and location quotients for selected groups of itxkistries, 
metro and nonmetro areas, 1984 



MetropoJ itan areas If Nonuetropolitan counties If 



Shan: With over a With a million Adjacent to Nonadjaoent 
Urban orientation and in all million people or fewer people metro area to metro area 
industry areas 





2/ 






















Share of 




Share of 




Share of 


Share of 








employ- 


LQ 


eaploy- 


LQ 


aiploY- 


LQ 


enploy- 


L Q 






ment 


2/ 


nent 




tnent 


1! 


aent 


2/ 






2/ 


I! 




2/ 




1! 






- Percent - 


No. 


Pet. 


No. 


Pet. 


No. 


Pet. 


No. 


large urban area oriented: 




















Producer services 


13.8 


17.3 


1.25 


12.0 


0.87 


7.3 


0.53 


7.7 


0.56 


Urban area oriented 


19.3 


21.3 




18.4 




15.1 




16.1 




Distributive services 


10.6 


12.0 


1.13 


9.8 


.93 


7.7 


.72 


8.9 


.84 


Social services 


8.7 


9.3 


1.07 


8.6 


.99 


7.4 


.85 


7.2 


.83 


Baal area oriented 


44.3 


39.4 




46.3 




55.8 




53.2 




Bctractlve 


2.1 


.8 


.37 


1.9 


.88 


5.4 


2.51 


6.8 


3.18 


Government 


18.7 


16.6 


.89 


20.2 


1.08 


21.2 


1.13 


22.5 


1.20 


Mfg. & construction 


23.5 


22.0 


.93 


24.2 


1.03 


29.2 


1.24 


23.9 


1.01 


Ubiquitous 




















Consumer services 


22.5 


22.1 


.98 


23.2 


1.03 


21.8 


.97 


22.9 


1.02 


Total 


100.0 


100.0 




100.0 




100.0 




100.0 





— ■ not applicable* 



If Metropolitan counties are those which were in Metropolitan Statistical Areas (MSA's) designated by tte 
Office of Managanent and Budget as of 1963. All other counties are noraetropolitan. 
2/ Shares may not add exactly to 100.0 due to roundirg. 

V Location quotients (LQ's) measure the representation of an industry in a specific group of counties such as 
large metro areas or nonadjacent nonmetro counties. Industries with LQ's greater than 1 could be considered 
overrepresented in a particular group of counties and these with LQ's of urxler 1 as underrepresented. 
location quotients are calculated by dividing the shares of total employment for a group of areas by tte 
shares for the United States as a whole. For exaiple, the U)'s in column 3 were obtained by dividing the numbers in 
column 2 by the numbers in col am 1. The LQ's presented are for 1984, the most recent year covered in the study. 
The pattern of LQ's across the four county groups in 1984 is approximately the san* as was in 1969, except for 
construction and manufacturing there LQ's for the two groups of nonmetro counties were significantly lower in 1984 
than in 1969. 

Source: Compiled from county data provided by the Bureau of Economic Analysis, U.S. Department of Commerce. 
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Table 4 — Haploynent shares <jd& location quotients for selected groups of servioe-producirs 
Industrie*, metro and nocnetxo areas 9 1964 



Metropolitan areas 1/ toometropolitan counties If 



Share With over a With a ittllion Adjacent to Nonadjacent 
Urban orientation and In all million people or fewer people metro area to retro area 
Industry group areas 



(SIC) 


V 






















Share of 




Share of 




Share of 




Share of 








enplqjp - 


L O 






enploy - 




enploy - 


t n 






merit 


l! 


ment 


1! 


ment 


1! 


ment 


11 






2/ 




2/ 




2/ 




2/ 






— Percent ~ 


No. 


Pet. 


No. 


Pet. 


No. 


Pet. 


Nd. 


targe urbsn area oriented: 




















Sec 4 ooonodltj brokers (62) 


0.3 


0.6 


1.69 


0.2 


0.46 


0 


0.09 


0 


0.12 


Air transportation (45) 


.5 


.8 


1.58 


.3 


.58 


.1 


.15 


.1 


.••1 


Motion pictures (78) 


.2 


.3 


1.48 


.1 


.57 


.1 


.39 


.1 


.56 


Transportation services (47) 


.3 


.4 


1.46 


.2 


.69 


.1 


.30 


.1 


.31 


Business services (73) 


4.0 


5.6 


1.39 


3.3 


.81 


1.2 


.30 


1.2 


.29 


Kseifls(84) 


0 


.1 


1.39 


0 


.78 


0 


.45 


0 


.28 


Soldiqg lav. colonies (67) 


.1 


.2 


1.38 


.1 


.81 


0 


.33 


0 


.33 


Misc. services (89) 


1.1 


1.5 


1.35 


.9 


.80 


.4 


.39 


.5 


.46 


?4gal services (81) 


.6 


8 


1.30 


.5 


.80 


.3 


.51 


.4 


.56 


Hater transportation (44) 


.2 


.2 


1.30 


.1 


.72 


.1 


.62 


.1 


.76 


Insurance carriers (63) 


1.3 


1.7 


1.30 


1.3 


.98 


.4 


.27 


.3 


.23 


feal estate (65) 


1.2 


1.5 


1.29 


1.0 


.84 


.6 


.48 


.6 


.54 


Prvt. educational sv. (82) 


1.4 


1.7 


1.24 


1.2 


.88 


.9 


.68 


.6 


.47 


Urban oriented: 




















Nonfat* credit ^endes (61) 


.7 


.8 


1.18 


.7 


.94 


.4 


.63 


.4 


.61 


Insuraooe agents (64) 


.5 


.6 


1.17 


.5 


.90 


.4 


.69 


.4 


.76 


Wholesale trade 


5.5 


6.4 


1.17 


5.0 


.91 


3.6 


.65 


4.3 


./8 


Passenger transportation (41) 


.3 


.3 


1.17 


.3 


.94 


.2 


.73 


.2 


.59 


Enucleations (48) 


1.3 


1.6 


1.17 


1.3 


.94 


.8 


.60 


1.0 


.73 


Auto repair & garages (75) 


.7 


.8 


1.14 


.7 


1.00 


.4 


.62 


.4 


.65 


Bsddi« (60) 


1.7 


1.9 


1.14 


1.4 


.84 


1.5 


.87 


1.6 


.94 


Misc. repair serv. (76) 


.3 


.4 


1.13 


.3 


.94 


.2 


.74 


.2 


.79 


Apparel & accessories (56) 


1.0 


1.1 


1.12 


1.0 


.98 


.7 


.65 


.8 


.78 


Faderel civilian govt. 


3.0 


3.3 


1.10 


2.9 


.98 


2.2 


.73 


2.4 


.81 


Personal services (72) 


1.0 


1.1 


1.07 


1.1 


1.05 


.7 


.72 


.7 


.74 


Misc. mall stores (59) 


2.1 


2.2 


1.05 


2.1 


1.00 


1.8 


.86 


1.8 


.87 


Furniture & furnishings (57) 


.7 


.7 


1.05 


.7 


1.04 


.5 


.76 


.6 


.85 


Amseoent services NBC (79) 


.8 


.9 


1.05 


.9 


1.06 


.6 


.79 


.6 


.78 


fctail, gen. merchsndise (53) 


2.2 


2.3 


1.02 


2.4 


1.08 


1.8 


.78 


1.8 


.82 
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--Continued 



TUile 4 — afcploprat shares and location quotients for selected groups of servlce-ptoAicli* 
Industries, ■etrcpoiltan and nmetropolltan mis, 1964 - - continued 
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Sodsl mtvIcss (83) 


1.2 


1.3 


1.06 


1.2 


0.96 


i.i 


0.92 


1.1 


0.91 


IM. sod other hsslth sv. (80) 


6.1 


6.2 


1.02 


6.2 


1.03 


5.4 


.88 


5.5 


.90 


B*lt« 4 dritidng pieces (58) 


5.4 


5.4 


1.00 


5.6 


1.05 


4.8 


.90 


5.1 


.94 


Trucking 4 mmhousiqg (42) 


1.3 


1.2 


.94 


1.4 


1.09 


1.2 


.95 


1.4 


1.07 


Mrtsrshlp otgKlzetloo (86) 


1.6 


1.6 


1.03 


1.7 


1.03 


1.2 


.77 


1.5 


.96 


Isdsral Mlltary services 


2.7 


2.1 


.78 


3.4 


1.29 


2.5 


,92 


3.3 


1.22 


Hotels 4 lodgii* pieces (70) 


1.3 


1.1 


.85 


1.4 


1.13 


1.2 


.93 


1.8 


1.38 


1ml oriented: 




















Foodetoree (54) 


2.6 


2.5 


.93 


2.7 


1.03 


3.0 


1.15 


2.9 


1.11 


Auto dfcel. , gas stetioo (55) 


1.8 


1.6 


.90 


1.9 


1.05 


2.1 


1.18 


2.2 


1.21 


Bee. § gas, eeoltery sv. (49) 


.9 


.8 


.88 


.9 


1.02 


1.2 


1.32 


1.1 


1.27 


Goehlned r.e. t ine., etc. (66) 


.0 


.0 


.86 


.0 


1.00 


0 


1.25 


.0 


1.45 


State 4 local Qouerant 


13.1 


11.3 


.86 


13.8 


1.GS 


16.6 


1.26 


16.8 


1.29 


Building natetlels, etc. (52) 


.7 


.6 


.86 


.7 


1.05 


.8 


1.23 


.9 


1.37 


Agricultural services (7) 


.6 


.4 


.75 


.6 


1.14 


.8 


1.51 


.7 


1.33 


Milted transportation (40) 


.4 


.3 


.80 


.4 


1.06 


.4 


1.09 


.4 


1.70 


Private households (6b) 


1.7 


1.3 


.74 


1.7 


.97 


3.0 


1.78 


2.9 


1.68 


Pipeline tnwsportatlon (46) 


0 


0 


.61 


0 


1.17 


0 


1.15 


0 


2.29 



See footnotes to table 3. 



Source: Conpiled from county data provided by the Bureau of Economic Analysis. U.S. Department of Goonerce. 
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Appendix table 1— TWo-digit SIC industries indicated in each inkistry group used In the study If 



Industry group 




Industry group 




and constituent 


2-dlglt 


and constituent 


2-digit 


2-tUglt Industry 


SIC code 


2-digit industry 


SIC code 


Attractive: 




Goveranent: 




Agriculture, forestry, 


01-06 


Federal civilian 




fishing, and mining 


Oft-14 


Federal military 




Manufacturing, 


20-39 


State and local 




and construction 


1*-17 : 










Producer services: 




Consuaer services: 




Agricultural services 


07 


Bldg. n&terials, etc* 


52 


Baridig 


60 


fetall gen. nerchandise 


53 J 


Nonbank credit agencies 


61 


Food 8 tores 


54 




62 


Auto deal* , gas stations 


55 : 


Insurance carriers 


63 


Apparel & accessories 


56 


Insurance agents 


64 


Fum« & furnishings 


57 J 


teal estate 


65 


Eating & drinking places 


58 


Ccnbined real estate, insurance, 


etc. 66 


Misc. retail stores 


59 


Holding inv. ooopanies 


67 


Hotels & other lodging place 


s 70 


Misc. businesses services 


73 


Personal services 


72 J 


legal services 


81 


Auto rpr. , aerv. , garages 


75 : 


Miscellaneous services 


89 


Misc. repair services 


76 s 






Anusaaent services 1/ 


79 s 


Distributive services: 




Motion pictures 


78 J 


Wholesale trade 


50 f 51 


Private households 


88 


fell road transportation 


40 






Trucking & warehousing 


42 


Social services: 




Water transportation 


44 


Medical & other health sv. 


80 


Transportation by air 


4b 


Prvt. educational services 


82 : 


Pipeline transportation 


46 


Social services 


83 


Passenger transit 


41 


Miseunas 


84 i 


Transportation services 


47 






Goanunlcatlons 


48 






Elec* , gas* & sanitary sv. 


49 



If Not elsewhere classified. 
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CHAPTER 7 



HUMAN RESOURCE BASE OF RURAL ECONOMIES 



Linda L. Swan 8 on and Margaret A. Butler 



Abstract # Nonmetro counties are at a disadvantage with regard to 
its labor force. Due largely to outmigration of young people , the 
nonmetro United States has a lower proportion of people in the prime 
working ages of 20-44 than do metro areas. Discouraged workers and 
high levels of work-preventing disabilities have contributed to the 
lower rate of nonmetro labor force participation* In addition, 
nonmetro residents, particularly in the South, are less educated, 
as indicated by higher high school dropout rates, fewer years of 
schooling among adults, and a lower proportion of college-educated 
adults. 

Agricultural mechanization triggered an outmigration , mostly of young people, 
from rural areas, beginning in the late 1890 v s and lasting through the first 
half of the 20th century (J_ f 2)«J7 To replace the loss of agricultural 
employment opportunities, rural areas tried to encourage Industry to locate 
there. 

Industry has expanded into the countryside, but less because of local efforts 
than because of a search for lo r ,;er land values, cheaper and often nonunion 
labor, the interstate highway systems linking rural and urban areas, and 
communications systems making physical proximity less important (11), Service 
and recreation industries have also found rural (nonmetropolltan) 
areas appealing. The result for many areas: increased employment 
opportunity and reduced dependence on traditional forms of rural 
employment, such as agriculture, forestry, and mining. 

The increasingly diversified nonmetro economy made it possible for many 
urban people to move to nonmetro areas, (and they did so at an unprecedented 
rate in the 1970's), yet, noneconomic reasons (12, 10 ) were Largely behind 
this movement, which ended in the early 1980*8 as quietly as it began (5). 
During the sudden rural growth of the 1970' s it was clear that the migration 
of rural youth to metro areas slowed but never ceased despite increased job 
opportunities and growth in many rural communities (7). 



Linda Swanson is a sociologist and Margaret Butler is an economist 
in the Agriculture and Rural Economy Division, ERS. 

1/ Underscored numbers in parentheses refer to sources listed in the 
ReTerences section at the end of the chapter. 
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Responses to questionnaires given to high school seniors In nonmetro areas 
on their Intentions after high school showed that the movement of Industry 
Into nonmetro areas was successful In only a limited number of situations 
In convincing the students to remain In their own hometown to work after 
finishing school (9). 

These young people are likely to be accurate In their perception that metro 
jobs fay better than those they can find In a nonmetro area. Unfortunately, 
becau&2 of lower education levels of most nonmetro youths, they will tend to 
be at a disadvantage with metro youths In competing for the best metro jobs 
(9). 

The pull of a wider world of opportunities may be too strong to stem the 
outmlgratlon of talented young people from rural areas (3). Those who leave 
are more likely than those who stay to be young, well-educated, and working 
In a white collar job (8). 

The attraction of people to rural areas Is not primarily economic. Because 
of their size, most metro areas have an efficient network of Industries and 
businesses that cannot be matched In a nonmetro area. A large proportion 
of young, well-educated people will always be attracted to the economic 
opportunities of metro areas. 

Nevertheless, many people who choose to live In less populated areas find 
a pace and style of life that for them outweighs the greater economic 
opportunities of a metro area. Those who make this choice should not 
become victims of neglect In public policy. Local and Federal Government 
attention should be paid to fostering sufficient economic opportunity In these 
areas to keep poverty and unemployment low. Job opportunities and higher 
trages In nonmetro areas would not only slow outmlgratlon and attract new 
residents, but would provide Incentive for Increased education among 
nonmetro residents. 

The first step In fostering economic opportunity Is to assess the current 
status of the nonmetro labor supply. The current regional distribution of 
human resources as they apply to labor supply Is described and the likely 
future distribution If current migration patterns persist, based on age 
structure and migration trends, Is projected. The analysis shows how the 
characteristics of the labor supply differ from those In metro areas, and 
how nonmetro areas differ from each other In the Northeast, Midwest, South 
and West. 

County-level data from the 1980 decennial census and Individual responses 
from the 1986 Current Population Survey were used. These data facilitated 
an assessment of job-related characteristics of the population of labor force 
age, the extent of work-related restrictions, and the future labor supply 
based on the age composition and population stability of an area. 



Nonmetro Areas Short on Young Adults 

Adults aged 25-34 form perhaps the most promising part of the U.S. U >or force. 
Career training usually completed, with several years of work experience to 
their credit, these young adults will be the ones to move up the ranks in the 
next 20 years as the decisionmakers and backbone of the economy. Income that 
they generate will support the dependent population, primarily children and the 
elderly. 

By 1980, most of the baby boom generation were young adults in this 25-34 age 
group (table 1— see tables at end of chapter). To the end of the century, the 
United States will have a balanced dependency ratio in part because of the size 
of that group; the number of people of income-producing age (18-64 years) will 
be large relative to children and elderly. Nonmetro areas are at a 
disadvantage, however. They have a significantly lower proportion among 
potential workers (those age 16 and over) of young people and adults between 
the ages of 20 and 44 and significantly higher proportions of those over 64 
than do metro areas. 2/ Of nonmetro potential workers, baby boomers aged 
25-34 only narrowly outnumber retirement-age people, those over 64 years old 
(19.8 percent vs. 17.6 percent, respectively), while in metro areas baby 
boomers outnumber retirement-age people by quite a wide margin (22.3 percent 
vs. 14.2 percent, respectively). 

A similar pattern occurs in each of the four regions, with the nonmetro part 
of some regions, notably the Midwest, worse off than others (table 1). In 
the nonmetro Midwest, the proportion of people aged 65 years and older roughly 
equals the proportion 25-34 years old as a result of the constant movement of 
young people from the Farm Belt. Somewhat ameliorating this imbalance is the 
fact that the Midwest boasts the highest nonmetro labor force participation 
rate among people over 64. 

The largest concentration of baby boomers is in the West where they constitute 
23.9 percent of the metro population and 22.7 percent of the nonmetro 
population. Compared with the other regions, the West has the smallest 
percentage of residents over age 64 in both metro and nonmetro areas, due 
largely to its attraction to young adults. If the West continues to attract 
and retain young adults, ic will clearly be the region with the healthiest 
economic position by having a large pool of potentially productive young 
workers with a fairly small proportion of children and elderly to support. 

Nonmetro Areas Lose People to Metro Areas in the 1980*8 

Although more people moved from metro areas into nonmetro areas than in the 
opposite direction in the 1970's, trends of the 1980's have reverted to the 
more familiar pattern of net population loss for nonmetro areas. Estimates 



^7 All metro-nonmetro or regional differences discussed have 
been measured using a difference of means or Chi-square test 
(6) and found to be significantly different. 
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from Census sample data (the Current Population Survey) placed the net loss for 
nonmetro areas due to migration to metro areas at 351,000 between 1983 and 1984 
and at 632,000 in 1985-86. 

To understand more about the nature of this loss, we calculated net migration 
rates for 1985-86 for the nonmetro portions of each region according to whether 
the exchange was with metro areas within the region or outside the region. The 
migration rates were also assessed by age group and by educational level to 
determine if nonmetro areas were left poorer in terms of a youthful, 
well-educated work force. 

The highest rates of gross migration and of net migration loss for nonmetro 
areas in all regions occurred in the exchange with the nearby metro areas of 
the same region. Age-specific net migration rates showed that for all regions, 
nonmetro areas had the heaviest net loss among adults under age 25 (table 2). 
In part, the high rate of loss of people age 20-24 to metro areas, particularly 
metro areas in the same region, was due to the graduation of college students 
originally from metro areas. 

The pattern of loss varied among regions. The nonmetro Midwest had the 
smallest loss of young people age 16-19 and was the only region to experience 
no loss of adults age 25-34 to the metro areas within the region. In view of 
the farm crisis of the early 1980' s and the concentration of family farms in 
the Midwest, this is a strong rate of retention fostered in part by the 
difficulty farmers face in pulling up stakes when their land is hard to sell, 
and also in part by the depressed economy of midwestern metro areas with 
economic ties to the surrounding rural areas. 

Northeastern nonmetro areas showed the highest rates of loss across all age 
groups to metro areas both within and outside the region. The loss of adults 
age 25-34 by northeastern nonmetro areas to metro areas in the region was 
nearly as high as the loss of young people age 20-24, the age group most likely 
to have a high rate because of college graduation. 

Although the nonmetro South lost young adults under age 35 to southern metro 
areas, it showed a small gain of people aged 45-64. Many of the adults in this 
age range are near the end of their working lives but still affect the 
potential productiveness of additions to the nonmetro South's work force. 

While the West's rate of nonmetro loss to the region's own metro areas was not 
as great as the Northeast's, the pattern was much the same. The loss of people 
was heaviest among adults under 35, with smaller but significant losses of 
middle-aged adults 35-54. Such loss diluted the nonmetro West's advantage over 
the other regions in having a high proportion of its population as young or 
middle-age adults. 

Education Enhances Adaptability 

Education plays a fundamental role in shaping a population's ability to 
devise new solutions to problems, adapt to change, and learn the skills 
necessary for a variety of jobs. The education level of adults in an 



area provides a picture of how versatile the existing labor force can be for 
companies searching for a good location. An industry will often locate in a 
nonmetro area only to import many of the upper echelon workers from other 
areas, leaving the lower level jobs to long-term community residents (4). 
Higher levels ot education in a nonmetro area enhance the population f s~~chance 
of meeting economic challenges, knowing how to create or attract new jobs, 
and competing for higher paying jobs. 

We measured the 1980 level of education in three ways. For adults aged 25 or 
older, we examined average education in terms of years of school completed, as 
well as the percentage of the population that completed 4 or more years of 
college. For young people age 16 to 21, we looked at the high school dropout 
rate. 

Nonmetro Behind Metro in Education 

By all three education measures, nonmetro areas trailed metro areas (table 3). 
The average education for adults in nonmetro counties was 10.9 years, versus 
11.6 years for metro adults. In addition, the high school dropout rate fot 
young people was 16.9 percent for nonmetro counties, compared with 15 percent 
for metro counties. Higher nonmetro dropout rates foretell a continuing 
disparity in education levels between metro and nonmetro areas. At the upper 
end of the education scale, nonmetro areas trailed metro areas in the 
percentage of college-educated adults, with an average of 9.2 percent in 
nonmetro counties and 12.8 percent in metro counties. As a basic tool of the 
work force, nonmetro education needs to be upgraded ii any plan to Increase 
nonmetro economic opportunity. 

Low levels of average education were most concentrated in specific areas of the 
nonmetro South (fig. 1 — see figures at end of chapter). Appalachia contained a 
solid block of counties with low average education. In the Great Smokies and 
Blue Ridge Mountains and to the east of the Appalachian Mountains, with 
somewhat better farmland, sits a less concentrated band of low-education 
counties. Both of these areas have a primarily white population. 

East of the Blue Ridge chain, in south-central Virginia and northeastern 
North Carolina, sits a cluster of low-education counties, with primarily 
black populations. The economy of this cluster centers on tobacco and peanut 
farming. In the southern and central portions of Georgia and Alabama sits 
another group of low-education counties scattered throughout the Coastal 
Plain, an old cotton-farming region with a large proportion of blacks. 

Also low in education was the Mississippi River Delta, the fertile farmland 
between Arkansas and Mississippi, running down into northern Louisiana. The 
population there is comprised primarily of blacks, many of whom are farm- 
workers. Just north of the Delta ?ies a group of low-education counties 
populated by white inhabitants of the Ozarks. In the southern foot of 
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Louisiana is a group of low-education counties whose residents are both black 
and white and dominated by the Louisiana French culture. Southwestern Texas 
has a large block of primarily Hispanic counties with low average education. 

The largest concentrations of low nonmetro education in 1980 were in counties 
with a high minority population. The notable exception here is the white 
population of Appalachia. Low average education of adults over 25 points 
to an ingrained problem, one that has persisted over several generations. 

Our second measure of education, the high school dropout rate in 1980 for 
young people aged 16-21, reveals potential problems in some areas. Yet in 
many nonmetro counties where the average education of adults is low, the high 
school dropout rate of young people is also low. A striking example of such 
an area of paradox is Arkansas side of the the Mississippi Delta, By comparing 
figures 1 and 2, one can see that although average education of adults was low 
in the Arkansas counties bordering the Mississippi River, the high school 
dropout rate of their young people was not correspondingly high. Despite the 
low education levels among adults in the Coastal Plain of Alabama and Georgia, 
the yourg people in Alabama and to some extent in Georgia were either enrolled 
in or had graduated from high school. The situation was similar in the 
tobacco-and peanut -farming areas of Virginia and North Carolina. A word of 
caution, however: because many rural blacks attend high school at somewhat 
older than usual ages, the dropout rate in rural black counties may be somewhat 
depressed. 

Southwestern Texas and Appalachia showed little advancement in the education 
of their people; most counties had a high dropout rate. Young people in the 
Indian counties clustered in the corners of northeastern Arizona, southeastern 
Utah, and northwestern New Mexico followed in their parents' low-education 
status. 

Scattered throughout the West, in central Oregon, Montana, and South Dakota are 
Indian counties with a high dropout rate that did not appear in the education 
group. The Indian adults also had low education levels, but because the 
Indians had a relatively young population, better- educated older whites 
predominated in the counties' adult education measure, whereas the younger 
Indians predominated in the measure of high school dropouts. 

The dropout rate was also high in non-Hispanic parts of Texas, indicating new 
problems in predominantly white Texas counties without low adult education. 
New problems may also be foreseen in northeastern Alabama and northern Georgia, 
where the dropout rate was high even though adult education was not low. Most 
of these Alabama and Georgia counties have a blue-collar, white population and 
a manufacturing economy. The potential of these counties to have education 
problems should be further examined. 

In sum, counties with high proportions of Hispanic and Indian minorities, as 
well as the white counties in Appalachia, continued with low education levels 
as evidenced by their high dropout rate. Some Southern counties with black, 
farm-oriented populations may be reducing their traditionally low education 
in future years by encouraging young people to remain in high school. 



The primary regional concentrations of nonmetro residents with a college 
education were In northern New England, particularly Vermont and New Hampshire, 
and In the Rocky Mountains portion of the West (fig, 3). While some of the 
concentration stemmed from the Influx of highly educated metro residents in the 
1970 f s, much of it is native. The Mormons of Utah and the southern part of 
Idaho have a strong tradition of education. Western Colorado has a 
longstanding history of higher education for its people. Hawaii appears 
because of its highly educated Asian and white populations. Alaska's nonmetro 
concentration of college-educated people is due in part to the tendency of 
older whites to move away, leaving the relatively well-educated younger people 
who are willing to cope with the harsh climate in order to take advantage of 
the economic opportunity available in Alaska. Most of the Isolated 
high-education counties scattered throughout the country a a home to State cr 
private colleges • 

Logs of College-Educated Adults Highest 
for Nonmetro Northeast and West 

Both the nonmetro Northeast and West experienced heavy losses of people with 4 
or more years of college to the metro areas in their own regions (table 4). In 
the West, the net loss began with high school graduates and was greater with 
each higher step of education, while the Northeast's relationship of population 
loss with educational attainment was not as direct. People with some college 
education were lost from the Northeast at a slower rate than either those 
without a high school diploma or high school graduates. 

Gains and locses in the Midwest were under 1 percent for most education groups , 
with loss of college-educated people to metro areas higher at -1.6 percent. 
The South '8 greatest loss to metro areas was of residents with some college 
education. Both the Midwest and South had moderately high gross rates of 
migration in all education groups, movement not readily apparent from their 
low net migration rates. 

South Shows Sharpest Decline in Labor Force 
Participation with Age 

More than half of all women and more than three-fourths of all men were in the 
labor force in 1980. Although the labor force participation rate is higher 
among men than women, the rate for men has been slipping downward while that 
for women has been inching upward. Labor force participation also varies by 
race and age. Black women have a higher labor force participation rate than 
white women, while the rates for white men are higher than those for black men. 

Average labor force participation peaks among those 35-44 years old (table 5). 
Slightly more than three-fourths of both metro and nonmetro persons of this age 
participated in the labor force, with metro areas having a slightly higher 
proportion. 

Nationally and reg'onally, labor force participation drops with age. In the 
55-64 age group, nearly a fifth fewer people were in the labor force than 
among those 45-54 years old, while the rate for people of retirement age, 65 
and over, drops to about 13 percent. In every age group the labor force 



participation rate for nonmetro areas is somewhat lower than for metro areas , 
due in part to higher proportions of discouraged workers and people with 
work-preventing disabilities. 

The nonmetro South showed the sharpest regional decline in labor force 
participation with advancing age, beginning with the 35-44 year olds. Part of 
the reason for this greater rate of decline may be the higher work disability 
found in the South. That may reflect the higher percentage of people working 
in high-risk jobs, such as mining, or poor health and health care in the 
region. Southern young people, aged 16-24, who lived in nonmetro areas had the 
lowest labor force participation rate compared with the other regions. The 
nonmetro Midwest had a fairly high participation rate for retirement-age 
people, possibly because farmers tend to work well into their later years. 

Families with Two Full-Time Earners Most Common in South 

The average proportion of families with two workers, one of whom worked 
full-time, was about the same for metro and nonmetro areas in the United 
States in 1980 (fig. 4). Although little difference existed by residence 
in the proportion of two-worker families (with one worker being full-time), 
there was a difference in the distribution when both workers were full-time. 
Metro areas were more likely than nonmetro areas to have two-worker families, 
with both full-time. 

Counties in the nonmetro Midwest had a larger proportion of two-worker families 
with one full-time worker. Two-worker families in the nonmetro South had more 
families where both workers had full-time jobs, perhaps because southern wages 
are low. In the higher-wage nonmetro West, two-worker families were least 
likely to have both workers full-time. 

Involuntary Part-time Workers More Prevalent in Nonmetro Areas 

Nonmetro workers are more likely to be part-timers than metro workers. 
Part-time work (less than 35 hours per week) can be either voluntary or 
involuntary. Voluntary part-time workers do not want or are unavailable 
for full-time work. Women are more likely than men, and older persons 
more likely than younger persons, to prefer part-time work. Persons 
who are working part-time involuntarily usually do so becaup no 
full-time work is available. Involuntary part-time workers <xce part of 
the underemployed. 

About two-thirds of all part-time workers were voluntary, according to data 
from the Census on part-time workers in 1985. Nonmetro part-time workers were 
more likely to be involuntary part-timers, with 30 percent of metro and 39 
percent of nonmetro part-time workers wanting full-time work. Of nonmetro 
regions, the South had the highest proportion of involuntary part-time workers, 
with the West close behind. 

Both metro and nonmetro men were less likely than women to be employed 
part-time in 1980 (fig. 5). Although metro men were almost as likely as 
nonmetro men to be part-time employees, metro women wera less likely than 
nonmetro women to be part-time • 
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No significant differences existed between the Midwest and West in the average 
proportion of women employed part-time. Nonmetro men and women in the South 
were least likely to be employed part-time, while nonmetro men in the Midwest 
were most likely to be part-time workers. The difference between part-time 
nonmetro men and women ranged from a low of 7.6 percentage points in the South 
to a high of 15 points ii* the West. 

Nonmetro Residents More Likely to be Discouraged Workers 

Discouraged workers make up another facet of underemployment. People who want 
a regular job, but have given up looking for one because they believe that no 
work is available or that no one would hire them due to personal characteris- 
tics such as lack of schooling or age (ill health and disability not included) 
are not counted in unemployment statistics because thry are not actively 
seeking employment. 

Nearly 10 percent of the nonmetro population 16 years or older were classified 
as discouraged workers in 1986, while only 5.2 percent of the metro population 
were in this category. The higher prevalence of both involuntary part-time 
workers and discouraged workers in the nonmetro United States points up the 
need for greater economic opportunity in nonmetro areas for these potential 
full-time workers. 

Work Disability More Common in Nonmetro Areas 

Slightly more than 4 percent of the U.S. population 16-64 years old were not 
in the labor force in 1980 because of a work disability. V A work disability 
can be mental or physical, and it varies by social and economic characterist- 
ics. Men tend to have a higher level of work disability than women, and the 
rate is likely to be higher for older persons than for younger ones. Blacks 
are far more likely than whites to be work disabled (8.3 vs. 4.1 percent). 
The reasons behind work-preventing disability include having worked in 
high-risk jobs and having poor health and few nearby health care facilities. 

Work disability varies by residence, with nonmetro counties having a higher 
average proportion of disabled persons than metro counties (fig. 6). This 
metro-nonmetro disparity is seen in all regions, with the difference 
significant in all but the West. 

Among nonmetro areas, the Midwest and West had the lowest levels of work 
disability, while the South had by far the highest, averaging 7.5 percent 
work-disabled residents in its nonmetro counties. Part of the greater rate 
of Southern disability was due to the higher proportion of blacks, although 
southern rates were high for both races. Disability for southern nonmetro 
blacks was at 8.6 percent and for their white counterparts at 6.8 percent. 



17 Work disability is defined as a health condition which 
lasted 6 or more months and which prevented a person from 
working at a job for which they were qualified. 
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Both of these rates were higher han those nationally for blacks and whites. 
Poor health care and high risk mining form at least part of the explanation for 
higher southern work disability. 

Mothers in the West Least Likely to Wo rk 

Women were once considered an unreliable part of the work force because they 
were likely to interupt or give up outside work when they had children. 
Regardless of age and presence of childrer., the proportion of mothers who 
work has increased significantly in the past 25 years. Today, neither 
marital status nor residence solely determines whether or not a mother 
works. Mothers in female-headed families are more likely to work than 
mothers in married-couple families. All women with only older children 
(age 6-17) are more likely to work than women who have children under 
age 6. 

Nonmetro women 18-34 years old (child-bearing ages) were less likely to 
be in the labor force than metro women in the 1970' s. By 1980, nonmetro 
mothers with children under age 6 were just as likely as their metro 
counterparts to be in the labor force (fig. 7). Although the metro pro- 
portion is somewhat higher, more than half of both metro and nonmetro 
mothers with children age 6-17 only were in the labor force (63.5 
percent vs. 61.7 percent). 

Among nonmetro regions, there were some differences in labor force 
participation of mothers with children. The South had the largest 
proportion of working mothers with children under age 6, due in part 
to the high proportion of southern female-headed households. Western 
nonmetro women who had children under 6 were less likely than those 
in other regions to be in the labor force. It is possible that higher 
western nonmetro wages allow these women, most of whom are in 
married-couple families, to stay home with their preschool children. 

Conclusions 

With regard to the human resources of the labor force examined here, the 
nonmetro areas of the United otates are at a disadavantage. Nonmetro America 
has seen a net loss of people, particularly of young adults, to metro areas for 
each year since 1982-83. Nonmetro areas had a significantly lower proportion 
of adults in 1980 between the ages of 20 and 44 and a higher proportion of 
people over age 55 than did metro areas. Net migration rates by age in 1985-86 
show that this older age distribution is becoming older as the 1980' s progress. 
In part because of higher work disability and higher proportions of discouraged 
workers, nonmetro labor force participation rates were lower than metro rates 
for each age group. 

The nonmetro areas of the four U.S. regions differed in their level of human 
resources. Western nonmetro counties appeared to be in the best overall 
position, while the South fell short on many measures. 
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Of all the regions, the nonmetro West had the highest percentage of people age 
25-34, and the lowest percentage of people age 65 and older in 1980, although 
the West's relatively high net rate of outmigration of young adults age 16-34 
in 1985-86 may have reduced its advantage somewhat. The nonmetro Midwest has 
the least advantageous age distribution: a low proportion of young adults of 
labor force age and a high proportion of elderly. 

Western nonmetro counties had the lowest percentage of mothers in the labor 
force, and the lowest percentage of two-worker families where both earners 
worked full-time. Less than half of the western and midwestern nonmetro 
counties had above-average work disability. 

The Rocky Mountain West had the highest concentration of college-educated 
people in 1980. This western advantage may wave been diluted somewhat, as 
indicated by relatively high net outmigration of college-educated people from 
the \ nmetro West during 1985-86. Similarly, northeastern nonmetro areas, some 
of wuich had a fairly high 1980 level of college education, also had a 
relatively high net loss of college-educated people during 1985-86. 

The nonmetro South had the lowest rate of labor force participation for ail but 
the 25-34 a 0 e group, and the steepest decline of participation with advancing 
age. Part of the explanation for the lower participation rate may be that the 
nonmetro South also had the highest percentage of counties with above average 
work disability. Southern nonmetro counties had the highest percentage of 
two-worker families where both workers were full-time, possibly an indication 
that wages were sc low as to require full-time positions of both wage earners. 
Perhaps for the same reason, as well as the greater southern proportion of 
female headed households, the South also had a slightly greater proportion of 
mothers in the labor force. 

By all education measures, the South had the greatest disadvantage as of 1980. 
Attention should be paid to upgrading the education of the people in the 
Coastal Plain of Alabama and Georgia, the Mississippi Delta, and in Appalachia. 
At the same time, more higher level jobs in these areas would make the reward 
for increased education more tangible. 

In all nonmetro areas that have low levels of human resources, effort should be 
made to ensure that labor force opportunities exist to attract or hold people 
who will raise the area's quality of human resources. New businesses coming 
into many nonmetro counties may have to bring in upper level workers. However, 
with time, the incentive of higher wage* should induce greater numbers of young 
adults to stay iw school or go back to school for more training. Education 
needs to be a high priority in nonmetro areas. While not a subatitute for work 
experience or specific job-related training, education provides the flexibility 
and basic tools with which to learn new skills and adapt to changing 
situations. 
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Table 1— Percentage distribution of the population of labor force age, by region and residence, 1980 



Total 16 1W9 20=24 55-34 35-44 45-54 55-54 65 years 
and over years years years years years years and over 

Thousands Percent of total 



U.S. total 


169,579 


9.9 


12.2 


- — 
retro 


129,358 


9.8 


12.4 


Normetto 


40,222 


10.3 


11.5 


Nbrth&SBt 


37,751 


9.6 


11.4 


Metro 


33,600 


9.5 


11.4 


Nonnetro 


4,151 


10.2 


11.3 


Midwest 


44,022 


10.2 


12.5 


Metro 


31,045 


10.2 


13.0 


Nonnetro 


12,977 


10.3 


11.5 


South 


55,704 


10.1 


12.2 


Metro 


38,025 


9.9 


12.6 


Nonnetro 


17,679 


10.4 


11.4 


west 


32,101 


9.7 


12.7 


Metro 


26,689 


9.6 


12.8 


Nm metro 


5,413 


10.3 


12.1 



21.6 


15.0 


13.4 


12.8 


15.0 


22.3 


15.2 


13.5 


12.7 


14.2 


10.8 


14.3 


13.0 


13.3 


17.6 


20.4 


14.7 


14.0 


13.9 


16.1 


20.4 


14.8 


14.1 


14.0 


15.9 


19.9 


14.2 


13.2 


13.7 


17.4 


21.3 


14.7 


13.3 


12.7 


15.2 


22.3 


15.0 


13.5 


12.5 


13.6 


19.1 


13.9 


12.9 


13.4 


18.9 


21.6 


15.1 


13.3 


12.6 


15.2 


22.5 


15.4 


13.3 


12.2 


14.1 


19.5 


14.5 


13.2 


13.4 


17.7 


23.7 


15.5 


12.9 


12.2 


13.3 


23.9 


15.6 


13.0 


12.0 


13.1 


22.7 


15.0 


12.6 


12.7 


14.7 



Source: Census of Population, 1980. 
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Table 2-Normetro areas shew greatest loss to metro areas due to net outndgration among young adults In 1965-86 

fenntroregta ^ 20=24 25=34 35=44 45=54 55=64 65T~ 

22E! years years years years years years 

Percent 1/ 

****** -4.00 -4.86 -8.28 -4.40 -3.61 -1.77 -1.10 

Swth -2.96 -3.64 -1.77 -.36 .81 1.80 .19 

-3.17 -6.16 -4.21 -2.13 -1.53 .40 -.34 

United States: 

fcrfwge within region -2.88 -4.89 -2.20 -.79 .06 .30 .01 

Exchange outside region .26 -.65 -.03 -.31 -.55 32 07 

Tbtal net exchange -2.62 -5.54 -2.23 -1.10 -.49 .62 *.<* 

If Net migration rates for normetro areas. 
Source: Current Population Survey, Mar* 1986. 
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Table 3— Mean oouity values of selected education measures by metro and nonmetro residence, 1980 





Residence 


Adidt education 


High school 
dropout rate 


College educated 








Years 




— Percent 






Metro 


11.6 


15.0 


12.8 






Nonnetto 


10.9 


16.* 


9.2 




1 

H 


United States 


11.0 


16.5 


10.1 

















Source: Census of Population, 1980. 
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Table 4— Nbnnetro college-educated residents tended to move to metro areas in 1985-86 

Education level 

region Less than High school Some college College and" 
hi#i school beyond 



Nonnetro 



Northeast -3.45 

Midwest .17 

South .42 

West 2.21 

United States: 

Exc ha nge within region .18 

Exchange outside region -.01 

Tbtal net exchange .17 



Net migration rate for nonraetro areas. 

If Rates calculated only for adults age 25 and over. 

Source: Qirrent Population Survey, March 1986. 



Percent 1/ 



-4.62 -.93 -6.86 

-.12 -.21 -1.60 

-.19 -1.65 -.63 

-2.66 -2.59 -4.54 

-.84 -1.35 -2.27 

-.19 0 -.33 

-1.03 -1.35 -2.60 
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Tfcble 5— Percental of labor force participation, by age, region, and residence, 1980 



Xt<an 


16 wars and over 






Participation rate 








Participating 


Participa- 
tion rate 


16-19 
years 


20-24 
years 


25-34 
years 


35-44 
years 


45-54 
years 


55-64 
years 


65 years 
and over 




Thousands 


Percent 








— Percent — 








n.s. total 


104,A5O 


61.6 


48.4 


74.5 


78.4 


78.9 


73.9 


55.5 


12.6 


Metro 


01, Jfl 




49.5 


75.3 




7P 4 

/ ^e"» 


74.8 


56.9 


12.8 


Nonnetro 


23,063 


57.3 


44.9 


71.7 


76.5 


77.3 


70.9 


CI A 

51.0 


19 9 


Northeast 


22,919 


60.7 


45,3 


73.6 


77.1 


78.1 


75.5 


58.9 


12.7 


Metro 


20,504 


61.0 


45.6 


73.8 


77.1 


78.1 


75.6 


59.6 


13.0 


Nonnetro 


2,415 


58.2 


43.3 


72.0 


77.4 


78.7 


73.9 


53.4 


11.1 


Midwest 


27,549 


62.6 


52.3 


76.3 


78.7 


79.5 


74.8 


57.7 


12.7 


Metro 


19,923 


64.2 


53.3 


76.8 


79A 


79.8 


75.3 


58.8 


12.6 


Nonnetro 


7,626 


58.8 


49.9 


74.8 


77.3 


78.7 


73.6 


55.4 


12.8 


South 


33,586 


60.3 


45.4 


73.4 


78.8 


78.5 


71.7 


51.6 


12.6 


Metro 


23,766 


62.5 


47.8 


74.8 


79.9 


79.6 


73.3 


53.6 


12.9 


Nonnetro 


9,820 


55.5 


40.5 


70.8 


76.1 


75.9 


68.3 


47.7 


12.2 


West 


20,3% 


63.5 


51.7 


75.0 


78.8 


79.9 


74.4 


54.7 


12.6 


Metro 


17,194 


64.4 


52.3 


76.0 


79.5 


80.4 


75.1 


55.8 


12.7 


Nonnetro 


3,202 


59.1 


49.0 


69.8 


75.3 


77.4 


70.7 


49.5 


12.1 



Source: Census of Population, 1980 
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Figurt 1— Ave-age nonmetro education is lowest in South (adults at least 25 years oid), 1980 




Figure 2— Highest :.onaetro high school dropout r«t« it in South and Southwest (ages 16-21) t 1980 




Figure 3»Nonaetro residents with college education is highest in New England and Rocky Mountain West, 1980 




Figure 4— Families with one or aore full-time workers, 1980 
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Figurt 5— -hrt-tlae workers, by sex, 1980 
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Figure 6— Prevalence of work-prevanting disabilities, by 
region* 1980 
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Figure 7— Mothers In the labor force with children under 
age 6, 1980 
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CHAPTER 8 



THE ECONOMIC PERFORMANCE OF RURAL LABOR MARKETS 



Molly Sizer Kll.Uan and Thomas F, Hady 

Ab 8 tract * The economies of Industrially diversified rural 
labor market areas performed better In 1969*84 than I hose 
with specialized economies* Of the Industrially specialized 
areas, only the public education/ administration specialty 
areas did as well as the diversified economies* While 
neither of these types of areas scored at the top on all six 
selected measures of economic performance, they often were 
near the top, and never near the bottom* Areas specializing 
In durable manufacturing did the worst , on average* The 
othei groups (agriculture, mining, wood products, and 
textiles-apparel) varied in different aspects of performance 
but it was hard to fJnd much difference among them overall* 
Areas with higher proportions of high school graduates in the 
population, had higher employment growth, but not income 
grow.ru 

During the last two decades, some parts of nonmetro America have done 
very well economically, experiencing rapid employment and population 
growth* They have managed to weather recent economic crisis In 
reasonably good shape* However, many other nonmetro areas have not 
fared nearly so well* Stagnating local economies, outmigrations of 
the young and well educated, and excessively high unemployment typify 
many parts of nonmetro America- 

Rural development professionals and community leaders are searching 
for remedies to declining or disappearing local economies* Some of 
the development options under consideration include support for 
declining rural industries, diversification of one-comoany towns, 
recruitment of high-tech, high-growth industries, and improvement of 
the quality of huma^ capital in rural areas through education* This 
paper concentrates on the probable effectiveness of one of these 
solutions, economic diversification* More pecifically, on the 
premise that the recent past is a good guide to what the future holds, 
trends in employment and income among nonmetro and rural economies 
that are specialized in various industries, as well as those that are 
diversified, are compared* In addition, the relationship between the 
educational composition of rural or nonmetro local economies and their 
growth in employment and income is examined* 



Molly Killian is a sociologist and Thomas Hady is an economist in 
the Agriculture and Rural Economy Division, ERS, 
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Industrial Specialization and Diversification in Rural Areas 



Employment and earning* in rural industries vary a great deal over 
tine* Some of this variation is related to cyclical ups and downs, 
some to longer-term trends in the national economy, and some in direct 
response to specific events in the global political and economic 
systems. The booming agricultural economy of the 1970 's, spurred by 
growth in U*S* farm exports, was followed by a sharp drop in farmland 
values in the mJ.d-1980 f s* The mining industries, especially coal and 
oil production, profited greatly from the foreign oil embargo and 
steeply rising energy prices in the late 1970's* Many manufacturing 
industries have undergone a dramatic restructuring in response to 
increasing competition from abroad, and are hoping for better times as 
a result of recent changes in the exchange value of the dollar* 

Since industries are affected differently by the national economy and 
since employment in many rural areas is concentrated in only - few 
industries, areas with different industrial specialisations are 
expected to be affected differently by economic fluctuations* For 
these areas, the economic performance of the local area as a whole is 
inextricably linked with the performance of the specialty industry* 
For example, areas that rely heavily on the petroleum or coal-mining 
Industry to create jobs and generate income locally boomed when oil 
prices went up in the 1970 v s and went bust when oil prices dropped in 
the 1980's* Similarly, the entire local economy in an area 
specialised in farming, including the local feed supply stores, 
equipment retailers, grocery stores, and restaurants, will be affected 
by national and international conditions in agriculture* 

Many researchers and policymakers suggest, therefore, that rural 
development strategies should attempt to diversify rural economies, 
since areas with a broad mix of industries are thought to be less 
afiected by downswings and crisis in the larger economy (6, j$, 11)* If 
Thus, a local area with a variety of alternative employment 
opportunities is less likely to be hurt by foreign competition in 
textiles than an area that depends on the textile industry as its 
major source of employment* 

Diversification, however, is » yt synonymous u_th development* 
Ideally, economic development involves both rapid and stable growth, 
both in income and employment* However, rapidity and stability of 
growth are not always compatible. Just as investment opportunities 
frequently offer the potential of a higher return in exchange for an 
increased risk, so too are local development officials sometimes faced 
with a tradeoff between rapid and stable economic growth* Areas 
specialising in high-growth industries, although more vulnerable to 
outside economic and political forces, may grow considerably faster 

T7 Underscored numbers in parentheses refer to sources cited in the 
References section at the end of the chapter. 
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than areas with a mixture of high- and slow-growth industries. Thus, 
the overall economic performance of aa area should depend on both the 
amount of diversity in the local industrial structure and the 
characteristics of the dominant industries in the area (9). 

The Educational Composition of Rural Areas 

Local development strategies also frequently include an emphasis on 
education as a means for improving economic performance. Higher 
levels of education are typically associated with increased 
productivity, higher incomes, and lower unemployment. Areas with 
higher concentrations of well-educated workers are thought to attract 
growing, high-wage industries. Furthermore, education is an important 
variable because a community can affect it, at least in the long run, 
through spending on schools and vocational facilities. 

The relationship between the educational composition of a local area 
and its econonic performance, however, is often conditioned by the 
local industrial structure. Much of the economic growth in the rural 
South, for example, has been attributed to industries relocating from 
the Frost Belt to the Sun Belt in search of cheaper labor. In 
addition, the earnings of blue-collar workers with relatively little 
education are quite high in many industries, especially in durable 
manufacturing. Thus, the economic performance of rural areas can be 
expected to vary by both the mix of local industries and the education 
of the local population. 

What Do We Mean By...? 

To measure the economic performance of rural areas, we need to define 
our terms. We use the rural labor market as a convenient way of 
defining a local economy, but vhat is a local economy? In particular, 
why use groups of counties rather than the larger or smaller units 
other analysts have used? How can we identify which local economies 
are specialised and which are diversified? And what is a "good" 
economic performance? Decisions about all of these definitions can 
affect the results of an analysis, so it is important that we explain 
them tn some detail. 

What is a Local Economy? 

Identifying a local economy is difficult. Ideally, we could draw 
boundaries around an area and say that the economic activities within 
the boundary are part of the local economy and those beyond the 
boundary are part of a larger (regional, national, or international) 
economy. However, economic realities are rarely so clear cut. 
Defining a local economy requires balancing a variety of overlapping 
markets of individual companies and people. A company producing 
chickens in Rockingham County, Vs., for example, may market its 
product throughout the entire eastern United States. In addition, 
part of the local labor force in Rockingham county may work 
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as far away as Washington, DC. Therein lies the problem of defining 
the area constituting the local economy* The analyst must find some 
compromise that represents the industries in which most of the local 
workers find employment, without introducing too much "noise" into the 
analysis in the form of industries whose workers are mostly from 
outside the area. Fortunately, this process is somewhat easier for 
labor markets than for product markets, since most of the Rockingham 
labor force will come from Rockingham and the surrounding counties. 
Researchers have generally used county boundaries to approximate local 
economies (1, 7); however, local economies often are functionally 
larger than a single county. Therefore, an alternative definition of a 
local economy, the local labor market area, is used in this analysis. 

Conceptually, labor market areas (LMA f s) encompass both the place of 
residence and the place of work of a local population. Operationally, 
an LMA is a group of counties in whic a most of the population live and 
work. For the United States, 382 county groups have been 
identified using 1980 data on intercounty commuting patterns (fig. 1; 
see figures at end of chapter). Counties that exchanged relatively 
large numbers of commuters were placed in the same LMA. 2/ 
Roughly half (182) of these LMA 1 s were rural (that is, most of their 
1980 population was rural), or nonmetro (that is, all the counties in 
the LMA were classified as nonmetro In 1980). 3/ In the remainder of 
this paper, "rural" refers to LMA's that met either of these two 
criteria; those that met neither of these criteria are called "urban." 

What is Industrial Diversity and Specialization? 

Diversity and specialization refer to how evenly an area's workers are 
distributed across industrial categories and to which industry Is the 

17 The data used to construct these LMA 1 s are the 1980 Census 
journey-to-work data for counties and county equivalents in the 50 
States and District of Columbia. Matrices of these data were 
constructed to Indicate the relative number of commuters shared by any 
two counties. Each off-diagonal cell in a matrix represented the 
strength of the commuting ties between a pair of counties. These 
matrices were then analyzed using a statistical procedure called 
hierarchical cluster analysis. The results of the cluster analysis 
were used to identify groups of counties with strong shared commuting 
ties. See (14) for a more detailed description of this LMA 
delineation process. 

3/ The information used to describe these LMA's—their industrial 
structures and their economic performances over the last 16 years — is 
drawn from three county-level data sources: the Bureau of Economic 
Analysis county files on industrial employment 1969-84; the Bureau of 
Labor Statistics county files on unemployment 1976-85; and the Bureau 
of the Census summary tape files from the 1980 Census of the 
Population. These data were first aggregated to the level of the 
IilA's and then used to describe the Industrial structures and other 
characteristics of the rural LMA's. 
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major source of employment in the area* An area with relatively few 
of its workers in a single industry (or small group of industries) has 
a diversified industrial structure; an area with employment 
concentrated in relatively few industries has a specialized industrial 
structure. 

Most measures of diversity fall into one of two categories: those 
"that define absolute diversification as a balanced industrial 
structure" (10); and those that equate a perfectly diversified 
industrial structure to an ideal stock portfolio, in that it balances 
high-growth industries with low-risk ones C2, 3, 4). 

The major point of contention between the two is the treatment of 
industrial categories. The first method treats all categories as 
equal, thus assuming that employment in a perfectly diversified 
economy will be equally distributed across all industrial categories. 
The portfolio method argues that, since industries vary in terms of 
their sensitivity to the business cycle, the importance given to each 
Industrial category should depend on both its own variability plus the 
extent to which it varies with or against other industries. When used 
to analyse stability, this latter method seems inappropriate, since it 
builds the stability of industries into the measure of diversity. 
Furthermore, neither method provides any information about which 
Industry is dominant in a nondiversif led, or specialized, economy (5). 

For our analysis, we adopted a variation of the equal-shares method. 
We first identified as specialized those LMA 9 s that had a large 
proportion (10 percent or more) of their total employment in a single 
industrial category, and the remainder (LMA 9 s with less than 10 
percent of the total employment in a single category) as 
diversified. 4/ Using the 1980 Census of Population data on 
industrial employment (in 49 industrial categories), this approach 
yielded 96 specialized rural LMA v s and 86 diversified rural LMA's. 
Next, the specialized LMA's were grouped into one of the following 
specialty types, based on the largest industrial category: 5/ 



47 This 10-percent cutoff represents approximately 5 times the 
percentage of workers that would be employed in an industry if 
employment in the LMA was perfectly distributed across all 49 
categories. 

5/ Five of the rural LMA's had over 10 percent of their total 
employment in construction. A concentration of employment in 
construction is a fairly temporary state of affairs, and since no 
other industrial category employment more than 10 percent of the 
workers in these 5 LMA's, they were included in the diversified 
category. 
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Agriculture 
Mining 
Textiles-apparel 
Wood products 
Durable manufacturing 
Public education/administration 



32 
12 
12 
8 
6 
26 



Total specialized LMA's 



96 



Total diversified LMA's 



86 



The average percent employed in the largest industrial category in 
these seven LMA types ranged from 18 pevcent in the textile-apparel 
LMA's to 12 percent in the durable manufacturing LMA's to slightly 
more than 8 percent in the diversified LMA's • 

Ideally, the six specialty types would be homogeneous with respect to 
the dominant industry* However, due to data limitations, and in some 
cases to small numbers of LMA's with a given specialization, there is 
some degree of internal variation within each of these categories* 
For example, the 1980 Census of Population data on industrial 
employment does not distinguish between different types of agriculture 
or mining. Thus, che 32 agriculturally pecialized LMA's include 
employment in a variety of grain, livestock, and dairy farms* These 
LMA's are also a mixture of areas dominated by large farms and areas 
specializing in smaller owner-operated farms* Similarly, the dominant 
industries in the 12 LMA's specializing in mining include coal, oil, 
and mineral production* 

The remaining four specialty types represent combinations of the 
industrial categories from the Census data* The textile-apparel 
specialty and the public education/ administration specialty are 
self-explanatory, but the wood products specialty type includes LMA's 
specializing in paper and allied products and those specializing in 
furniture, lumber, and miscellaneous wood products* And the durable 
manufacturing specialty type includes LMA's specializing in one of the 
following industrial categories: machinery (except electrical), 
electrical machinery, or motor vehicles and motor vehicle equipment* 

With the exception of the LMA's specializing in public education/ 
administration and the diversified LMA's, each type of rural LMA tends 
to be concentrated in a certain region* Most of the rural LMA's 
specializing in agriculture are located in the North Central region, 
especially in the Great Plains. Another, smaller concentration of 
agricultural LMA's is along the Mississippi River Delta in 
southeastern Missouri, Arkansas, and Mississippi* 

The rural LMA's specializing in mining are located primarily in the 
coal-producing areas of Appalachia and the mineral-producing areas of 
the West and Southwest, although one is located in the oil-producing 
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panhandles of Oklahoma and Texas. The Pacific Northwest contains half 
of the rural LMA's specializing in wood products, and most of the 
remaining are located in the southern Appalachian/Blue Ridge areas of 
Virginia, North Carolina, and Tennessee. The other two types of LMA'a 
that specialize in manufacturing are all east of the Mississippi 
River: those specializing in textiles-apparel are concentrated in the 
South and those specializing in durable manufacturing are concentrated 
in the older industrial States of Michigan, Indiana, and Ohio. 

What is Good Economic Performance? 

We used two types of indicators of economic performance: the material 
well-being of the local population, and the availability of employment 
opportunities. Per capita incomes are used to measure the first, and 
unemployment rates and employment growth to measure the second. 

A good economic performance is a relative concept, implying that an 
economy is doing well relative to others according to one or more of 
these economic indicators. This relativity actually has three 
dimensions: the level of performance of an economic indicator, the 
rate of change in it, and the stability of that change. Analyzing the 
two economic indicators along the three dimensions results in six 
elements of good economic performance. First, an economy that is 
performing well has a relatively high per capita income. Second, that 
economy has a relatively low unemployment rate. Third and fourth, per 
capita income and employment is growing at a relatively favorable 
rate. Fifth and sixth, the rate of growth in income and employment 
remains relatively stable. In this study, we concentrate on the first 
four factors and provide some insights on the stability of growth. 
Stability issues, however, turn out to be very complicated. 

Local Economic Performance, 1984-85 

The 1984 per capita income levels and the 1985 average unemployment 
rates for each of the seven types of rural LMA's are compared in table 
1 to the income and unemployment rates in all urban and rural LMA's 
(see tables at end of chapter). Average per capita incomes in urban 
LMA'a in 1984 were almost $2,000 higher than the average of the rural 
LMA f s. But, this aggregate rural income disguises a great deal of 
variation. Rural LMA's specializing in agriculture and wood products 
as well as those that specialized in the higher wage durable 
manufacturing industries had relatively high per capita income in 
1934. hi And, as might be expected, the lowest per capita incomes 
were in the rural LMA's specializing in the low-wage industries of 
mining and textiles and apparel. Rural LMA's with a diversified 

TJ Since the most recent income data available are from 1984, we 
probably have not captured the full effects of the current income and 
asset problems in the farm sector. 
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industrial structure and those specializing in public 
education/administration had per capita incomes slightly lower than 
the average for all rural LMA's. 

The unemployment rates in rural LMA's were generally much higher than 
those in urban areas. This finding is consistent with recent trends 
in nonmetro and metro unemployment. Rural LMA's specializing in 
agriculture had the lowest unemployment rates of all rural LMA's. 
However, since agriculture is heavily dominated by sole proprietors 
who, by definition, are not unemployed even if they work at their 
enterprise very little or have lost a nonfarm supplementary job, this 
lower unemployment rate in the agricultural LMA's may disguise a great 
deal of underemployment (12) . Rural LMA's specializing in textiles 
and apparel and in the public sector were also relatively stable as 
indicated by lower unemployment rates. Contrary to conventional 
expectations of greater stability, the diversified rural LMA's had 
slightly higher than average unemployment rates, although the highest 
rates were in the rural LMA's specializing in durable manufacturing 
and in mining. 

As stated before, economic performance is not merely a static 
phenomenon. Growth and stability over time are integral to the 
concept of a good economic performance. In the following section 
therefore, we examine how these rural LMA's performed over the 1969-84 
period. 

Trends in Local Economic Growth and Stability, 1969-84 

To describe income and employment trends, we computed two types of 
measures. The average growth rate in each type of LMA was measured by 
the linear trend found in the average per capita income and total wage 
and salary employment figures from 1969-1984. 7/ stability of 

that growth was measured by how closely the actual income and 
employment data for those years fit the trend line. 8/ 

TJ The regression model used to estimate this trend line was: 

Y«A*exp(B*TIME) 

The computational form of this model is: 

lnY « InA + B(TIME) + InE 

The estimated coefficient B is treated as the average yearly > 
percentage change in Y. The dependent variables were the average per 
capita incomes and total employment each year in all LMA's having the 
given specialty. 

8/ The standard error of the estimated Y from the above regression 
model is used as an indicator of how well the actual data fit the 
trend line, that is, as the measure of stability. 



These two measures- are illustrated for per capita income in figure 2. 
The straight lines are the trend lines, showing the average yearly 
percentage change in per capita income for the urban and rural LMA's. 
The slopes of the trend lines show the rate of growth; steeper lines 
represent faster growth rates* (In the aggregate cases shown here, the 
parallel trend lines show that the rates of growth in urban and rural 
LMA's were approximately equal.) The fluctuating lines in this figure 
are aggregated income figures for the two types of LMA's, for each 
year. These lines show the impact of the 1975 recession, the strong 
recovery in the late 1970 f s, and the sluggishness of the early 1980 's. 

It is important to understand what these stability estimates do and do 
not measure. They provide an estimate of the variations that an 
individual labor market area specialising in a particular industry 
might experience as a result of national fluctuations in that 
industry. These fluctuations turn out to be significant* The 
stability figures do not reflect factors affecting the stability of 
individual LMA's. Thus, if ownership structures, region of the 
country, education of the local labor force, or a variety of other 
factors (including chance) contribute to an individual LMA's being 
more or less stable than its industry average, that fact is not 
reflected here. We did a limited analysis of the stability of 
individual markets, but found the results inconclusive. 

Even though per capita income growth was almost identical in urban and 
rural LMA's in the aggregate, incomes in two types of specialized 
rural labor market — those specialising in mining and in textiles and 
apparel—grew significantly faster than the urban LMA's (table 2, col. 
1). However, this faster rate of growth in the mining LMA's was 
accompanied by a great deal of instability (table 2, col. 2). Per 
capita incomes in the diversified LMA's grew only slightly faster than 
the average for all rural LMA's, but exhibited considerable stability 
(the only type of rural LMA that showed more stability in per capita 
income growth was the public sector LMA). The lowest income growth 
rates, those in rural LMA's specialising in durable manufacturing and 
wood products, were also relatively unstable. 

The rate and stability of wage and salary employment growth within 
each type of rural LMA also differed (table 2, col. 3-4). The period 
1969-84 saw major fluctuations in the price and availability of oil, 
and the rural LMA's specialising in mining were strongly affected. 
Employment in these LMA's grew significantly faster than in any other 
type of rural LMA, but was also extremely unstable. LMA's 
specialising in wood products also performed fairly well in terms of 
employment growth rates, but the stability of that growth was less 
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stable than the average for rural LMA's. The slowest employment 
growth was in the LMA's specializing in durable manufacturing. This 
type of rural IMA combined a slow growth rate with the added 
disadvantage of an erratic growth rate. As was the case in per capita 
income growth, the LMA's with the most stable rates of empL /ment 
growth were those specializing in public education and administration 
and the diversified LMA's, although the rate of growth in these two 
types of LMA's was only moderate. 

The Overall Economic Performance of Rural IJlA's 

We have noted the considerable variation among the LMA types. Table 
3 further clarifies how areas that performed well on one indicator 
often did poorly on another. As a result, with the exception of the 
diversified areas and the public education/administration areas, which 
did well on average, and the durable manufacturing areas, which had a 
poor overall performance, it is hard to say which specializations are 
most advantageous. It is useful, however, to examine relative 
strengths and weaknesses of each type of UfA. 

Resource-Based LMA's 

Despite the current agricultural crisis, the economic performance in 
UIA's that specialize in farming has not been noticeably worse than 
that in the rural economy as a whole. Given the problems with 
measuring unemployment in the agricultural sector, however, the 
overall summary score of 23 is suspect (table 3). Nevertheless, the 
employment growth rates in these LMA's were about the rural average. 
Although the growth in per capita incomes was relatively slow, the 
absolute level of per capita income remained high. 

The major disadvantage in these types of specialized LMA's is that 
neither employment growth nor income growth was very stable. 
Additional analyses showed that per capita incomes in the agricultural 
LMA's grew the fastest of all rural LMA's during the expansionary 
period 1970-73, but declined the most during the 1973-75 contraction. 
Similarly, incomes in these UIA's showed the greatest drop during the 

1981- 82 recession, and one of the greatest increases during the 

1982- 84 recovery. Employment growth in the agriculturally LMA's 
seemed somewhat counter-cyclical. Employment grew moderately 
throughout the 1970's, although that growth appears to have ceased 
during the 1980 's. 

The experience of the mining industry has been strongly linked to the 
price and availability of foreign oil in recent years. When foreign 
oil was scarce and expensive, the American oil industry (part cf the 
mining industry as classified here) boomed. The recent oil glut has 
hurt the mining industry. The economic performance of areas dependent 
on this industry have also been extremely sensitive to these events. 
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Recent per capita incomes in these areas have been low, and 
unemployment rates extremely high. Although these areas grew rapidly 
during the last 16 years, that growth has been very unstable. 

Unlike the instability in income growth in the agricultural LMA's, the 
instability in mining areas did not correspond very closely to the 
expansions and contractions of the national business cycle. In 
general, incomes and employment grew rapidly during the 1970's, and 
have declined steadily since 1981. LMA's that specialize in mining, 
however, showed considerable variation in economic performances, 
especially during the 1980 f s. 

Thus, the common characteristic of the two resource-based LMA types is 
a sensitivity to national and international fluctuations in the 
industries on which they depend. Areas specializing in agriculture 
and mining have always faced some degree of ins t Ability. These 
results suggest, however, thrt these specialized areas may be 
particularly vulnerable to the planned and unplanned events in the 
national and international economies. 9/ 

Manufacturing-Based LMA's 

The three types of manufacturing-based LMA's varied greatly in their 
economic performance. The LMA's specializing in wood products had 
moderately high per capita incomes, but income growth was slow and not 
exceptionally stable. Although total employment in these LMA's grew 
rapidly during 1969*84, that growth was relatively unstable. Unlike 
the agricultural and mining specialty areas, however, the performance 
of the individual LMA's specializing in wood products was fairly 
uniform, all growing at similar rates during the expansionary periods, 
and declining at similar rates during most economic contractions. 

The textiles and apparel industries have traditionally been 
low-paying, rural-oriented industries, and have been hard hit in 
recent years by increasing foreign competition. These industry 
characteristics are reflected to some extent in the areas specializing 
in textiles and apparel. Per capita incomes are low, and employment 

97 Individual LMa's specializing in agriculture exhibited a 
substantial variation in per capita income growth, especially during 
the expansionary period 1975-80. During this period, average per 
capita income growth in the agricultural LMA's was extremely slow, but 
the individual variations around this average were quite high. 
Individual differences in this type of LMA were smaller in terms of 
employment growth, but those differences appeared to increase over 
time. Research at the county level suggests that farming areas 
specializing in export crops are subject to more variability in 
economic performance than others (13) • 
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growth in areas dependent on these industries is slow, possibly due to 
the Increased tendency of textile and apparel plants to move overseas 
for cheaper labor. But, the economic performance in these UlA's was 
not as bad as might be expected: unemployment rates were fairly low, 
employment growth was moderately stable, and per capita incomes grew 
rapidly and fairly steadily. Furthermore, during the most recent 
recovery period (1982-84), both income and employment in the textile 
and apparel LMA's grew quite rapidly. 

Host of the durable manufacturing sector has not performed well in 
recent years. These Industries have been buffeted by the high 
exchange value of the dollar and by low investments resulting, at 
least partly, from high interest rates. The economic performance in 
rural LMA's specialising in these industries has been generally weak. 
Even though per capita incomes in these areas remained relatively 
high, income growth was extremely slow and much less stable than 
average for all rural LMA's. Furthermore, growth in wage and salary 
employment was very slow and erratic. 

Diversified and Public Sector LMA's 

Diversification has often been acclaimed as a desirable development 
strategy for rural areas. Diversity is expected to increase the 
stability of local economies and enhance the potential for economic 
growth. Dissenters to this argument say that specialization per se is 
not necessarily undesirable; the type of industry In which an area is 
specialised is most important. Some industries grow quite fast and 
others may be exceptionally stable. A frequent example used to 
illustrate this counter-argument is a local area dominated by a 
college or university. 

Our analysis suggests that both arguments have merit. Income and 
unemployment rates in both the diversified LMA's and the LMA's 
specializing in public education and administration were similar to 
those in rural areas In general. The rates of income and employment 
growth in both types of LMA's were moderate. Both Uik types, however, 
exhibited a great deal of stability. Both the diversified LMA's and 
the LMA's specializing in the public sector on average grew quite 
slowly during economic expansions, but declined only slightly during 
e Miomic contractions. Thus, although these two types of rural areas 
may not have benefited much from the good times in the national 
economy, neither did they suffer much from the bad times. Of all the 
types of rural LMA's, these two appear to offer the most hope for a 
future of steady, enduring economic growth. 

Local Educational Composition and Economic Performances 

The seven rural LMA's types were classified by the proportion of the 
local population (aged 25 and older in 1980) who had finished high 
school. High-education LMA's were those whose proportion of high 
school graduates was higher than the average of urban LMA's; the 
remaining LMA's were grouped into a low-education category. All 
textiles-apparel LMA's, which are located entirely in the South, fell 
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Into the low-education category* Although this is a crude indicator 
of the educational attainments of a local population (and an even 
cruder measure of human resources in an area), the results provide 
some further insights into the factors related to local economic 
performance. 10/ 

Labor market types with greater concentrations of people with at least 
a high school education had consistently higher per capita incomes, 
although in the LMA's specialising in mining, these differences were 
minimal (table 3, cols. 1-2). The large income differences based on 
the educational attainments in the agricultural and wood products 
LMA's may represent regional differences. Except for LMA's 
specialising in wood products, the average unemployment rates in 1985 
were consistently lower in the better educated LMA's (table 3, cols. 
3-4). 

There is little association, however, between education and rate of 
income growth (table 4, cols. 1-2). There are no statistically 
significant differences in per capita income growth between better 
educated and less educated LMA's. One possible explanation may be an 
increase in transfer payments in the LMA's with lower levels of 
education. In contrast, employment growth does seem to be strongly 
related to education. In most of the specialized LMA types, except 
those specializing in durable manufacturing, wage and salary 
employment in LMA's with higher proportions of high school graduates 
grew considerably faster than in those with lower proportions. In 
sum, local economic performance appears related to education. The 
relationship is a complicated one, however, and this analysis has only 
begun to illuminate it. 

Conclusions 

This research provides evidence of the great variety in rural economic 
performance. In a sense, the analysis offers some reason for optimism 
about the future of rural America. Rural areas are not all made up of 
the stegnating or declining economies depicted so often in the press. 



10/ The causal relationship between education and economic 
performance is not always obvious. Well-educated workers are much 
more geographically mobile than those with less education. In an area 
wit;h a poorly educated population and a declining economy, the low 
level of education may have contributed to the poor economic 
performance, or the poor performance of the local economy may have 
contributed to the outmigration of the better educated workers. To 
determine the direction of causality in this situation, we need 
longitudinal data on both the economic performance of local areas and 
on the individuals living in those areas. 



Many rural areas are performing well. However, many other areas are 
not performing well, and all the LMA's delineated have lower average 
per capita incomes and higher unemployment rates than urban areas as a 
whole • 

This analysis demonstrated that the diversified rural LMA type and 
those specializing in the public sector performed better than other 
rural LMA types. Their relatively strong economic performances were 
primarily the result of moderate but stable economic growth. Many 
policymakers prefer a slower, more constant, rate of growth to a 
faster, more variable rate. An erratic growth rate makes it difficult 
for local officials to predict and to adjust to the changing needs of 
the population, whereas steady growth enables the conmtunity to 
anticipate future needs and to adapt the physical and social 
infrastructures to keep pace. 

The analysis also suggested the considerable variety among the 
specialized rural LMA 1 8. For example, the durable manufacturing 
LMA's, which ranked lowest overall, had the highest per capita income 
in 1984. The economic performance of most of the specialized LMA's is 
strongly linked to the national and international conditions affecting 
the specialty industry. National policies, wnether designed to 
protect declining industries, to encourage high-growth industries, or 
to boost the overall economy, will have significant local effects on 
these specialized rural LMA's. f 

This analysis needs to be used with an understanding of its 
limitations, though. It did not account for all variations in local 
rural economic performance. The performance of a local economy is a 
complex, multidimensional phenomenon. The productivity of plants or 
the opening and closing of plants in a particular area is the result 
not only of the characteristics of the local industrial structure, but 
also of other local, national, and international interconnections. For 
example, the final part of our analysis pointed up the importance of a 
well-educated population for strong economic performance. But the 
specific on-the-job skills and experiences of the local labor force, 
the performance of plants in other locations, and the political and 
economic decisions made by State and national policymakers, both here 
and abroad, can also be expected to affect what happens locally. 



8-14 



References 



1. Bender, Lloyd D., and others* The Diverse Social and Economic 
Structure of Nonmetropolltan America , RDRR-49. Economic Research 
Service, U.S. Department of Agriculture, 1985. 

2. Brewer, H.L. "Measures of Diversification: Predictors of Regional 
Economic Instability." Journal of Regional Science , vol. 25, 1985, 
pp. 463-471. 

3. Brown, Deborah J., and Jim Pheasant. "A s»harpe Portfolio Approach 
to Regional Economic Analysis." Journal of Regional Science , vol. 25, 

1985, pp. 51-63. 

4. Conroy, Michael E. "Alternative Strategies for Regional 
Industrial Diversification •" Journal of Regional Science , vol. 14, 
1974, pp. 31-46. 

5. Grossberg, Adam J. "Metropolitan Industrial Mix and Cyclical 
Employment Stability." Regional Science Perspectives , vol. 12, 1982, 
pp. 13-35. 

6. Hackbart, Merlin M. f and Donald A, Anderson. "On Measuring 
Economic Diversity." Land Economics , vol. 51, 1975, pp. 374-378. 

7. Henry, Mark; Mark Drabenstott, and Lynn Gibson. "A Changing Rural 
America." Economic Review , Federal Reserve Bank of Kansas, July/ August 

1986, pp. 23-41. 

8. Jackson, Randall W. "An Evaluation of Alternate Measures of 
Regional Industrial Diversification." Regional Studies , vol. 18, 
1984, pp. 103-112. 

9. Killian, Molly S. "Diversification and Specialization: The 
Industrial Structures in Rural Labor Markets •" Paper presented at the 
annual meetings of the Rural Sociological Society, Salt Lake City, UT, 
Aug. 1986. 

10. Kort, John R. "Regional Economic Instability and Industrial 
Diversification in the U.S." Land Economics , vol. 57, 1981, pp. 
596-608. 

11. Malecki, Edward J. "Towards a Model of Technical Change and 
Regional Economic Change." Regional Science Perspectives , vol. 13, 
1983, pp. 51-60. 

12. Nilsen, Sigurd R. Assessment of Employment and Unemployment 
Statistics for Nonmetropolltan Areas , RDRR-18. Economic Research 
Service, U.S. Department of Agriculture, 1979. 



8-15 



ERiC 



13. Sommer, Judith E., and Fred K. Hines. Declining Farm Ex porta: 
Recent Change* In Agricultural Trade and Differential Impacts on 
Honmetro Counties of the U.S. Economic Research Service, U.S. 
Department of Agriculture. Forthcoming . 

14. Tolbert, Charles M., and Molly S. Killian. Technical report of 
the Rural Labor Markets Research Project. Economic Research Service, 
U.S. Department of Agriculture. Forthcoming. 

15. U.S. Department of Commerce, Bureau of the Census. 1980 Census of 
tht* Population and Housing. Summary Tape Files 3 *nd 4, computer 
tapes • 

16. U.S. Department of Commerce, Bureau of Economic Analysis. 
Employment and income files, computer tapes. 

J7„ U.S. Department of Labor, Bureau of Labor Statistics. County 
^employment file*, computer tape. 



ERLC 



8-16 



Table 1 — Average per capita Incomes and unemployment rates in LMA's 



LMA types 



Per capita 
Income, 1984 V 



Unemployment 
rate, 1985 2/ 





Dollars 


Percent 


Urban 


11,905 


7.57 


Rural 


9,973 


9.48 


Specialized: 




8.53 


Agriculture 


10,739 


Mining 


9,458 


11.73 


Wood products 


10,241 


9.61 


Text i lee-apparel 


9,328 


8.87 


Durable manufacturing 


10,893 


10.87 


Public education/ 






administration 


9,599 


9.10 


Diversified 


9,874 


9.60 



U Data source is (16) . 
2/ Data source is (17). 
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Table 2— Per capita income and wage and salary employment growth and stability In IMA's, 1969-84 If 



IMA types 


Per capita Income growth 2/ 
Trend Instability 3/ 


Wage and salary employment growth 
Trend Instability 


Urban 


1.27 


1.41 


1.83 


.62 


Ami 


1.28 


2.91 


1.71 


1.27 


Specialized: 






Agriculture 


1.10 


7.62 


1.79 


2.09 


Mining 


1.50 


5.78 


2.17 


3.17 


Wood products 


1.04 


3.05 


1.83 


1.84 


Textiles- apparel 


1.46 


2.34 


1.64 


1.45 


Durable manufacturing 


.63 


3.86 


.46 


3.40 


WbUc education/ 






administration 


1.10 


1.79 


1.74 


.78 


Diversified 


1.39 


2.05 


1.73 


1.04 



1/ 
II 

7/ 



Data source is (16). 

Per capita income figures are adjusted to 1967 dollars. 

For these measures of Instability, lower numbers Indicate greater stability In the IMte. 



Tittle 3— Sunsry economic performances of rural LMA's If 



Rnral IMfc types Per capita Ihemploy- Income Income Rnployment Rnployment Quinary 

Income went rate growth stability grcwth stability perfonnance 2/ 

Specialized: 

Agriculture 

Mining 

Wood products 
Textiles-a ppa rel 
Durable manufacturing 
Rjbllc education/ 
administration 
Diversified 



6 


7 


3 


1 


5 


3 


25 


2 


1 


7 


2 


7 


2 


21 


5 


3 


2 


4 




4 


24 


1 


6 


6 


5 


2 


5 


25 


7 


2 


1 


3 


1 


1 


15 


3 


5 


4 


7 


4 


7 


30 


* 


4 


5 


6 


3 


6 


28 



1/ The tu*ers in the first six colunre in this table refer to the relative rankings, from lw to hi#i, of the seven 

IMfc types on each of the six economic performance factors (1 - worst performance on that indicator and 7 » best performance 

on that indicator). 

2/ The aumary score is the sun of the individual rankings. 



T»Le 4~ftr capita inccnes and unemployment rates In IMa's with different educational compositions 1/ 



tiu Average per capita Incomes, 1984 2/ Average unemployment rates, 1985 3/ 

cypes Hl^i education low education High education low education 



DlLrmi 



P" 1 !"* Peroent 
12,721 10,984 7.16 8.43 

10.09 



Rttal 10,971 9,541 7.94 

Specialized: 

Agriculture 11,881 9,597 5.79 



10.36 

8.65 12.94 



Mirdng 9,619 9,404 

Vto 2 d J^ dut:t8 . 10,850 9,226 ll.*37 7.90 

8.87 
11.69 



Textiles-apparel 4/ 9,328 4/ 

Qnrable manufacturing 11,586 10,547 9.22 
Riblic education./ 

administration 10,249 9,194 8.04 

Diversified 10,764 9,621 fUl 
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9.00 
9.86 



If See text for definition of high- and low-education categories. 

21 Data source is (16). 

3/ Data source is (17). 

Jf All of the textiles-apparel specialty IMA's fell into the low-education category. 



ftble 5— fer capita income art\ employment growth rates in IMA's with different educational caif»eiticne If 



IMA types 


Per capita income growth, 1969-64 2/ 
High education Low education 


Wage & salary employment growth, 1969-84 
High education Low education 


Urban 


1.60 


1.43 


2.13 


1.29 * 


Ami 


1.16 


1.34 


2.04 


1.57 


Specialized: 






2.17 


1.35 * 


Agriculture 


1.20 


.99 


Mining 


1.61 


1.59 


5.04 


1.66 * 


Wood produces 


1.01 


1.10 


2.26 


1.43 * 


Textiles 


3/ 


1.46 


3/ 


1.64 


Durable Manufacturing 


.39 


.75 


0 


.73 


Riblic education/administration 


1.42 


1.03 


2.23 


1.49 


Diversified 


1.07 


1.50 


1.91 


1.67 


* - significantly different rates of growth associated with educational compositions. 



1/ See text for definition of high and lew education categories. 
2/ Per capita income figures are adjusted to 1967 dollars. 

3/ All of the textiles-apparel specialty IMA's fell into the lw education category. 



Source: (16). 



23. 



ERIC 



Figure 1— Rural labor market areas in the United States 




Figure 2 — Per capita income growth, 1969-84, urban and rural labor 

market areas 
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CHAPTER 9 



RURAL POLICY OBJECTIVES: 
DEFINING PROBLEMS AND CHOOSING APPROACHES 

J. Norman Reid and Richard W. Long 



Abstract . While the U.S. has taken a number of actions called "rural 
policy," these have seldom merited the name. An effective policy requires 
a clear understanding of the problems it seeks to address and implies a 
choice among alternative goals and strategies for achieving them. Tne 
complicated nature of rural areas and rural problems and the structure of 
the U.S. governmental system increase the difficulty of creating effective 
rural policies. While it is unlikely that the U.S. will ever embrace the 
kind of consistent policy known in Europe, where governments speak with 
more nearly a single voice, the quality of public actions to benefit rural 
areas can be greatly helped by careful examination of rural aeeds and 
alternative strategies. 

Developing a "rural policy" for the 63 million people who live in America's open 
country and small towns is a complex task. The complexity stems from 
disagreements about what are the most important rural problems, the proper 
approaches to dealing with them, and, fundamentally, about what constitutes a 
"policy." The process of sorting out these disagreements is further complicated 
by the use of ambiguous language, which masks the real points of contention. 
The fragmented structure of our governmental system makes the tasks of defining 
the most important problems, setting objectives, and preparing a consistent 
strategy even harder. 

In this chapter, we review many of the intellectual and political issues 
associated with conceptualizing and developing a rural policy, beginning with 
the difficulty of defining the term itself. We then consider briefly the rural 
conditions that inspire various formulations of the "rural policy problem." We 
next discuss some alternative approaches to achieving policy objectives. 
Finally, we describe some institutional obstacles to the development of a 
comprehensive rural policy for the United States. 

The Meanings of Policy 

The term policy is value laden and easily lends itself to ambiguous use. Its 
first and most restricted meaning is a "guiding and consistent course of 
action." 

The authors are political scientists in the Agriculture and Rural Economy 
Division, ERS. 
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In this usage, policy has many positive connotations. It implies both 
comprehensiveness and wisdom or, failing these, at least prudence and 
forethought. Politically, a policy signifies that the matter is of sufficient 
concern and importance to merit a place on the national agenda. 

A second, broader meaning is misleadingly similar, but in an important sense, 
contradictory. Single actions such as separate programs or provisions of 
legislation are often called a policy. The requirement in the Rural Development 
Act of 1972 that agencies locate any new facilities in rural areas is sometimes 
referred to as "a rural policy, * for example. It is not uncommon for sets of 
actions (or sometimes even inaction) on a particular subject to be described as 
a policy, regardless of whether they embody a coherent set of guiding 
principles or are merely a collection of loosely related but individual 
measures. In some cases we refer to seemingly unrelated actions as a "policy" 
where they cumulate to some identifiable outcome. For example, the largely 
unintended consequences of Federal housing and highway programs have been 
characterized as a national policy fostering suburban growth. "Policy" is used 
In this de facto sense nearly as often as in its first meaning, though in the de 
tacto sense it has fewer positive connotations. 

Discussions about rural policy are filled with inconsistent and often even 
contradictory uses of the word "policy," sometimes by the same speaker. Yet the 
distinction is vital. Demands for a better rural policy almost always imply 
demand for a more comprehensive and consistent policy, though for pragmatic 
reasons they are much more easily addressed by proposals that fall short of this 
ideal. There are few examples of comprehensive U.S. policies on any subject, 
simply because they are difficult to achieve and may not, in fact, be as highly 
desired by public officials as their public pronouncements suggest. But a 
policy may have little more than symbolic value, as a sign that an issue is 
receiving attention, if it embodies so many political compromises that it has 
lost its clarity of logic or consistency of purpose or method. While we do not 
mean to imply that symbols are an unimportant part of the policymaking process, 
our chief concern here is with substance. Thus, in the balance of the chapter 
we will concentrate on rural development policy in the first sense, as the 
vehicle for conveying a logic and a consistency of purpose to the government 
actions it seeks to guide. 

What Is The Rural Problem? 

While conditions in rural areas can be measured objectively, differences in the 
values and assumptions of the people interpreting them produce substantially 
different definitions of what are the important rural problems. These 
distinctions are easy to overlook but attention to them is vital to establishing 
effective policies. a 

The most salient condition of rural America, in terms of its relevance for 
policymaking, at least, is its economic disadvantage in comparison with urban 
areas. Rural residents generally have lower incomes and living standards. 
Rural median per capita income reached about 80 percent of the metropolitan 
level in the late seventies, its historical peak. In the current decade, it 
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has receded from that mark by several percentage points. Three factors 
contribute to the lag in rural Income and standard of living. One is the 
chronic and pervasive urban-rural gap In highly rewarded skills and 
opportunities (see chapters 2 and 7, above). A second Is the vulnerability of 
small and undiversif led rural places to cycles in some basic rural industries, 
especially agriculture and natural resources, which have experienced both 
long-term contraction, and, In the case of agriculture, a recent dramatic 
decline In the number of farm owners and workers (see chapters 4 and 5, above). 
The third Is the intense poverty found particularly among minority groups in 
several regions. 

The Nation was reminded of its Intense and significant rural poverty problems In 
the late 1960 f s by the report of the President's Commission on Rural Poverty, 
The People Left Behind . That report traced the urban riots of the period, in 
part, to the exportation of Southern rural poverty to the big cities of the 
Midwest and Northeast. Severe rural poverty was still a topic of considerable 
attention in the early 1970* a when what later became the Rural Development Act 
of 1972 was under consideration. 

In addition to income disparities, rural areas generally trail the big cities 
and suburbs in providing some of the basic services and conditions we associate 
with a better quality of life, or even minimal well-being. The level of public 
services, such as treated water supplies, medical facilities, and good roads and 
highways, though closer to national norms than often imagined, still lags behind 
the big cities and suburbs (8M/ This Is primarily because rural places face 
higher unit costs for many services stemming from their smaller scale and low 
population density. Rural people must pay more than their urban cousins for 
some services or else do without them. 

The long-term contraction of the agricultural sector with the accompanying 
changes in Its structure is also a salient feature of rural areas. These 
changes cause concern to many metropolitan people as well as country people. 
Concentration of farms into fewer, larger, and more mechanized units — employing 
fewer people — continues, especially in the regions that depend on farm income 
the most (chapter 4). The resulting displacement of farm families is a source 
of economic problems for them and sometimes for their nonfarm neighbors, but It 
also elicits sympathy from a much wider segment of the population. Many 
Americans believe that it Is important to preserve the social and economic unit 
called the family farm. 

Another feature of many rural communities is a stagnant or shrinking population 
base. Many people have left rural areas; many who remain consider that decision 
fairly frequently. The economic disadvantages of life in rural places are 
balanced to various degrees by advantages, including smalltown lifestyles, 
access to recreational opportunities, lower costs, family and community ties, 
and other factors. 



1/ Underscored numbers In parentheses refer to sources listed In the 
ReTerences section at the end of the chapter. 
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Those who emphasize place define the problem more broadly. They want to save 
small communities and protect peoples 1 ability to continue to live where they 
prefer, and they believe that effective remedies for human problems often 
require attention to the distressed community itself. Those who hold this view 
include social, as well as economic, concerns in their definition. They also 
sometimes argue that it is more efficient to use existing investments in the 
infrastructure already in place in smell towns than to relocate people. 

A second controversy divides the issues differently. The "worst first" versus 
"growth poles" question also illustrates how the definition of the problem and 
the solution are intertwined. The "worst" in this case means the worst problem, 
either in human terms (the poorest people) or geographic terms (the most 
distressed community). Those who wish to deal with the worst first believe that 
intervention is justified in proportion to the severity of the need. The real 
problem, in this view, is the very poor. The public case for rural programs is 
usually explicitly or implicitly based on the severe economic problems of the 
poorest people, living in the most difficult circumstances. Logically, then, 
resources should be targeted so that those people and places are assisted first, 
even though fewer people may benefit and results will almost certainly be more 
difficult to achieve. 

Advocates of finding the "growth poles" formulate the problem in a different 
way. While they sympathize with the most severely distressed, they argue that 
many of the worst problems either cannot be addressed directly or can be more 
efficiently addressed by indirect means. In the context of place, for example, 
they argue for concentrating resources on the places in every region that can be 
helped to prosper at the lowest cost (often the places that will do the best 
with little help), so that there will be at least one economic engine to drive 
each region. The places in the worst shape would quickly sop up all the 
available resources, they believe, with little effect. Furthermore, they are 
generally willing to extend assistance to a wider set of people and places. In 
the calculus of "the greatest good for the greatest number," effective 
assistance for many more (relatively) less needy people may reasonably outweigh 
much more intense (and probably less effective) assistance for the poorest of 
the poor, in this view. 

Economists, especially, articulate another distinction among problems and 
objectives. They speak of "equity objectives" and "efficiency objectives." 
Equity objectives are value choices (often used in a sense broader than fairness 
alone). Meeting them usually requires an expenditure of resources. The most 
commonly held and articulated equity objectives of a rural policy are to raise 
the levels of income for rural people, allow people to live where they prefer 
and still have a decent standard of living, and allow people to make a 
reasonable living by operating a family (small) farm if they choose. 

Defining the objectives of a rural policy in terms of economic efficiency is 
much more complex. Economists argue that economic problems may result from one 
of two causes: unacceptable distribution of wealth or income — as defined by 
prevailing values, or defects in the operation of economic markets. They take 
it as given that economic markets normally operate in a socially beneficial 
fashion, but most agree that market imperfections such as lack of information, 
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immobility, monopolies, or permitting firms to avoid some of the costs of doing 
business (externalities) sometimes keep markets from making the most efficient 
allocation of resources. Disparities in urban and rural economic vitality, some 
argue, are basically the result of such market imperfections. Where rural 
economic disadvantages stem from market imperfections, correcting them will 
improve rural conditions while increasing total national wealth, without 
requiring major commitments of program resources. 

For obvious reasons the efficiency formulation for dealing with rural-urban 
disparities is more politically appealing than the equity problem formulation. 
It invites value free" intervention and promises to increase total wealth. But 
it must be regarded with caution. Discovering and seeking to remedy false 
market failures" will injure rather than improve the economy. The question 
quickly becomes: are rural economic disadvantages (generally or in specific 
cases) the result of market failures? Answers differ. If there were agreement 
that the answer is yes, there would also be general agreement about what a rural 
policy should do: identify and remove market imperfections. If the answer is 
that market failures explain little or none of the economic disparities between 
rural and urban conditions, then the problem is not technical but rather a 
matter of values. 



Choosing a Policy Strateg y 

Rural problems, however they are formulated, can be addressed by various policy 
strategies, each with its own set of programs. Several distinct strategies are 
definable, all of which are in partial an<! simultaneous operation in the United 
States. These include macroeconomic or national strategies; directed strategies 
such as sectoral (including industrial and agricultural) and categorical 

P ?JJ ?i I P6 ? ple P°i; cle8M (llke the "safety net"); and regional approaches, 
either limited to defined areas within a State or region, or the whole national 
rural territory. 

The choice of a policy strategy is dictated by the objectives chosen, but 
selecting a single approach (or a coherent synthesis of approaches) is as 
fundamental to policymaking as selecting a single course of treatment is to good 
medicine. Any policy strategy requires the sacrifice of some options to achieve 
other, more important, ones. Without such choices, there may be a policy in 
name but none in fact, only a collection of programs that may not even attempt 
to address a consistent set of objectives. By refusing to make such goal 
choices and adopting parts of many, often inconsistent strategies, the painful 
choices c^n be sidestepped, but the result is to have no rural policy, or at 
least one whose effectiveness is diluted by flaws in its conception. 

The Variety of Policy Strategies 

Rural concerns are addressed through a variety of Federal policy strategies. 
Some have the promotion of rural development as their principal objective. 
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Others also affect the chances for development, though they were created for 
entirely unrelated purposes. Together they make up the total rural policy 
picture, and It Is Important to understand each. 

At the most general level, policy strategies can be divided Into two groups: 
national policies and those directed at a specific sector or region. National 
economic policies are Intended to regulate the economy at a general level. The 
principal examples are monetary and fiscal policy, Including both tax and 
general spending programs, and other general national programs such as those 
governing foreign trade. While these programs operate at a macroeconomlc level, 
they nonetbeless can have sectoral and territorial Implications as well (chapter 
10). 

Most policy strategies, on the other hand, concern a narrower part of the 
national Interest, and In this sense they can be regarded as being directed . 
These can be further distinguished by whether they are directed according to 
economic sector or geography. Sectoral policies focus on the performance of 
particular Industries. A prime example Is U.S. agricultural programs, which 
regulate demand, supply, and price of the principal farm commodities. For the 
most part, sectoral policies are relatively foreign to the United States. Most 
sectors operate with only sporadic government Intervention that does not amount 
to a real sectoral policy. In this respect, the United States differs from 
Europe, where policies for such sectors as Industry, transportation, and housing 
are common. 

Regional policy strategies focus on the problems of specific geographic areas. 
U.S. history Is replete with examples of regional approaches to development. 
One class of regional strategies addresses the problems of a well-defined, 
contiguous area, such as the Tennessee River valley, whose Interests are 
addressed by the Tennessee Valley Authority, or the region defined by the 
Appalachian Mountains, aided since the early sixties by a range of programs 
administered by the Appalachian Regional Commission. 

A second class of regional strategies, territorial strategies, addresses 
problems of broadly similar areas that are not geographically concentrated, 
rural and urban programs, for example. In addition, a number of programs have 
addressed the problem of localized pockets of poverty In the Nation's cities and 
rural areas. 

Ma tching Goals and Strategies 

These distinctions have more than academic significance. The choice of strategy 
affects the chances the policy will succeed in reaching its objectives. In 
practice, however, this is often misunderstood, sometimes with unfortunate 
consequences • 

National Economic Policies and Directed Development Policies . The fundamental 
strength of the rural economy now seems tied more and more to the performance of 
the national economy, leading some observers to argue that if the macroeconomy 
prospers, the rural economy will too. Some, in fact, argue that only 
macroeconomlc performance matters and that programs that seek to modify its 
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effects work against national economic performance overall. But it is important 
to observe that the rural economy does not alvys move in parallel with 
macroeconomic trends (see chapter 10). Recently, for example, while the 
national economy has been growing, the rural economy has lagged, with 
unemployment rates that, until very recently, have been rising despite an 
overall decline nationally. 

Structural weaknesses in the rural economy inhibit its sharing fully in national 
economic growth. Macroeconomic policy, by its very nature, is not equipped to 
respond to territorial or sectoral variations in economic performance. 

Sectoral a nd Regional Policies . Directed programs, such as sector or 
region-specific "policies," are frequently initiated to address the structural 
weaknesses that produce uneven performance within the national economy. While 
the distinction between sectoral and regional policies is clear in the abstract, 
they have sometimes been confused in practice, with sectoral policies being 
applied when the problem is regional, and vice versa. Such confusion is 
understandable when there is a strong perception that sectoral and regional 
interests are closely linked. 

The past history of policies for rural areas illustrates the results of such 
confusion. Historically, the most salient facts about farming and rural areas 
were the concentration of farming in rural areas and the reliance of the rural 
work force on agricultural employment. From these facts grew the perception 
that the rural and agricultural economies were synonymous. Programs supporting 
the agricultural sector gained political support as a means of helping the rural 
economy in general. 

Over the years, the rural economy has diversified, and it now hardly resembles 
itself as it was 30 or even 20 years ago. But perceptions have not adjusted to 
keep pace with these changed realities. It remains common to think of the rural 
economy in terms of the way rural land is used, three-fourths of which remains 
in agriculture and forests, even though about 70 percent of rural workers now 
depend mainly on other industries for their livelihoods. As a result, programs 
such as farm price supports, which are directed toward a single sector (and one 
declining in relative importance within the rural economy) fail to address more 
fundamental problems in the rural economy or those plaguing other laegine 
sectors . 66 s 

Alternative Development Programs 

Mismatches between goals and means can lead to both wasted resources and 
distortions in policy results. As a strategy for addressing regionwide 
problems, sectoral programs at best risk wasting resources by addressing 
comparatively low priority issues. At worst, by attacking only part of the 
issue, they may produce ineffective results and give inappropriate signals to 
markets that lead to distorted patterns of investment. 

Infrastructure development, the construction <f roads, bridges, water supply, 
wastewater treatment, electricity, communications, and the like, is 
traditionally important in the economic developer's kit of tools. Although 
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investments in public works date from the earliest days of the Republic, they 
have increased in importance in recent years, aided by numerous Federal 
Government programs. Transportation and communications facilities have been 
built to break down the barriers of space that separate rural areas from the 
national economic and social mainstream. Transportation infrastructure is thus 
not only a capital investment, but it fundamentally alters "distance" and thus 
attacks a basic rural disadvantage; it "de-ruralizes" rural places. Other local 
infrastructure has been justified on the grounds that it lowers the production 
costs of businesses and thus induces them to settle in rural areas. But 
smokestack industries, the traditional beneficiaries of these investments, now 
contribute fewer and fewer new rural jobs, and further capital investments are 
increasingly hard to justify based on their expected contribution to economic 
development (see chapter 13). 

In the last two decades* direct financial aid to businesses through direct or 
guaranteed loans has been popular, and the Economic Development Administration, 
Farmers Home Administration, and Small Business Administration have provided 
billions of dollars in capital for business startups or expansions (see chapter 
14). In addition to these, the Federal Government has provided numerous 
inducement* to business growth, both direct and indirect, through the tax code; 
included are special allowances for depreciation of business capital, allowances 
for hiring disadvantaged workers, and capital financing through tax-exempt 
industrial revenue bonds. A number of States operate industrial development 
banks to provide investment capital to businesses. And many local governments 
have offered additional incentives in the form of tax concessions and other 
benefits to induce firms to move to their communities. 

As the competition for jobs has heated up, so have the lengths to which 
communities have gone to attract them. Unfortunately, communities rarely make a 
full accounting of the benefits and costs of these inducements; the burden of 
lost taxes and increased spending for facilities and services has probably 
outweighed the gains in new jobs and increased income in many localities. If 
all the facts were known, many business recruitment programs might never be 
started • 

Increasingly, the development of human capital is viewed as a critical rural 
development need. Human capital — the sum of the skills and knowledges of rural 
people (chapter 15), as well as the strength of its institutions and the ability 
of its leadership (chapter 16) — is especially important for promoting smooth 
adjustments to economic change. In addition, it is an essential factor if rural 
people and institutions are to make their way in the information- and 
technology-based future toward which we appear to be headed (chapter 15). While 
human capital is built on a base of formal education and training, equally 
important are attitudes and values conducive to development that are more 
difficult to inculcate. 

Nondevelopmental Programs 

In thinking about rural policy cpMons, it is important not to overlook other 
programs that, while not principally intended to stimulate rural development, 
nonetheless have important consequences for rural economies (chapter 11). Many 
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programs have consequences for concentrated areas that are quite unintentional, 
some of which are as significant as programs designed for this purpose. Social 
security retirement benefits, for instance, outweigh most development programs 
in their scope and impact on rural income and population growth. Virtually all 
rural net growth between 1980 and 1985 is attributable to retirement-destination 
counties. Other programs may retard growth. A balanced assessment of rural 
strategies requires that unintended program impacts be examined as well as those 
of explicit rural development strategies. 

Complicating Factors 

It is easier to understand the value of clear objectives and appropriately 
designed programs than it is to achieve them in practice. Several factors 
complicate rural policymaking, often frustrating the process of building 
responses to rural problems. These fall into two categories: the structure of 
the rural economy, and the nature of the rural policy formulation process. 

The Structure of the Rural Economy 

Both the diversity of the rural economic base and the essential character of 
being rural make the task of making and carrying out policies and programs more 
difficult in rural settings. 

Rural Economic Diversity . While a particular rural area often depends on a 
narrow range of economic sectors, the rural economy as a whole is composed of 
such a wide array of specializations that it is difficult to generalize about 
the rural economy. Of the 2,400 rural counties, 700 depend primarily on 
farming, 680 on manufacturing, and 200 on mining. Recreation and retirement, 
government operations, and other economic characteristics or mixes are 
predominant in the balance of rural countries. 

This diversity makes it especially difficult to formulate a single policy that 
is entirely appropriate for all rural areas. Any rural policy must therefore be 
flexible enough to deal with a variety of local circumstances; oversimplified, 
"one size fits all" approaches can be grossly inappropriate. It is increasingly 
difficult to conceive of addressing rural economic problems through programs 
directed at the performance of a single sector, such as agriculture. Rural 
programs, like urban programs, need to be conceived in broader terras than they 
have been in the past. 

At the same time, rural programs must take account of the narrow economic bases 
of individual rural areas, many of them in fact one-industry towns. Because 
local economies may show sensitivity to occurrences within a narrow sectoral 
band, it is difficult to assume that a shakeup in one locally important sector 
will be offset by the performance of other sectors. In diversified urban 
economies, that can happen; in specialized rural economies, a change in the 
fortunes of any industry is likely to spell economic disaster for some 
community. To limit the damage from structural adjustment, rural policy needs 
to be mindful of these sensitivities. 
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The Rural Context . The effectiveness of rural programs is also affected by 
fundamental characteristics of rural areas themselves .(5, pp. xv-xxxi) Rural 
areas include large amounts of sparsely populated open country, and while most 
also contain small cities and towns, their population densities ere far lower 
than in urban areas. In addition, many rural communities are relatively 
isolated from the influence of large urban centers and even from significant 
contact with neighboring communities of more modest size. Finally, the tendency 
for individual localities to specialize in a narrower range of industries means 
that many rural areas depend heavily on a small number of firms. 

Such characteristics may cause programs to operate differently in rural settings 
and they also create a need for special approaches to administering rural 
programs. For one thing, the costs of providing public services are sensitive 
to the size of tne population served and the range^of territory over which they 
must be provided. Costs per unit of service are higher when fewer units are 
provided, typically the case in rural areas. At the same time, the costs of 
transporting services to users (water, electricity) or users to services 
(students) is higher for dispersed rural pop?ilations (2, 3). The distances that 
separate rural governments make it harder for them to reduce costs by providing 
services cooperatively. As a result, it is more expensive for rural citizens to 
enjoy the level and quality of services urban residents have come to expect. 

Most small rural governments cannot afford to hire professional staff, and thus 
rely mainly on part-time, noncareer citizen officials for leadership (7)* Many 
rural officials lack the training that would vest them with knowledge and skills 
needed in the increasingly complex governmental environment. The thinness of 
rural leadership capacity means that it is unrealistic to expect the network of 
rural local governments to be prepared to lead the adjustment of their economies 
without outside assistance. 

These characteristics limit the types of programs and strategies that can be 
effective in rural settings. Rural communities 1 lack of management staff puts 
them at a disadvantage in applying for grants-in-aid on a competitive basis. To 
overcome this obstacle, several Federal programs (for example, the Community 
Development Block Grants program) guarantee small communities a fixed share of 
available funds. Others are administered through State or local offices that 
can help develop the plans needed to meet Federal requirements. 

Addressing current rural economic problems is often too big a job for individual 
communities to handle alone. Many communities, especially those located a great 
distance from urban areas, may have little hope of creating enough local jobs to 
replace those they are losing. At the same time, as they lose population and 
income, many communities face increasing difficulty in providing and financing 
adequate levels of public services. For many rural places, cooperation among 
communities on an areawide basis to provide public service* 5 or expand economic 
opportunities within the commuting range of rural workers may be a sensible 
approach. 

The small size of most rural governments precludes them from having tha in-house 
capacity to develop appropriate responses to complicated governmental or 
economic problems. Most rural communities depend heavily on part-time, and 
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often volunteer, staff. The difficulties they face in responding to challenges 
are compounded by the recent decentralization in government, which has devolved 
increasing responsibilities onto them while taking away some of their resources 
Programs to enhance or supplement the management capacity of rural governments 
could be useful. 



Because rural areas differ from urban areas in spatial organization and economic 
structure, there is little reason to expect that the same programs are 
appropriate for both rural and urban areas. Special rural policies that are 
sensitive to these differences, along with separate institutions to operate or 
monitor them, may be merited. 

The Governmental and Political System 

Several aspects of our governmental and political system discourage policies 
that are Internally consistent, targeted to specific goals, or even clearly 
relevant to the problem. These aspects principally have to do with a 
decisionmaking structure that divides responsibility both among institutions at 
the national level and between levels of government. But one could add to these 
structural facts some observations about the political process as well: a 
dramatic imbalance among rural groups and interests in the political power they 
wield and the public sympathy they command, and the particular difficulty of 
American decisionmakers in confining assistance to the specific people or areas 
whose ne«ds justify a program, no matter how compelling the logic of such 
targeting. 



Fragmented Responsibility in Congress . With the exception of farm policy, 
Issues concerning national parks and the use of public lands and, for a time in 
the seventies, energy policy, few aspects of policy relating to rural areas are 
sufficiently compelling to command the sustained attention of presidents. By 
default, therefore, rural programs and policy strategies are much more offn 
initiated within Congress to serve objectives largely determined within that 
body. 



Because the process of policy formulation itself shapes program content, Federal 
Government treatment of rural areas reflects the way Congress does its work. 
Because Congressional committees are organized around sectors and interests, 
programs sre usually sectoral or interest-oriented, rather than territorial. 
Unless an issue commands a high degree of national attention, rarely the case 
for rural concerns, neither presidents nor party leaders in Congress are likely 
to intervene successfully in the work of the committees. 

Attention to rural issues is divided among a number of committees. Of 
particular concern are the agricultural committees, which create not only farm 
programs but also many rural development programs. Also important are the 
agriculture subcommittees of the two appropriations committees, which control 
the financial resources for both sets of programs. Programs for highways, 
health, small businesses, and regional economic development, also important to 
rural areas, fall under the jurisdiction of other committees. Tnis 
segmentation of the policy process handicaps the formulation of a consistent 
rural policy. Each issue is handled individually, one at a time, often in 
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separate decisionmaking arenas. Although many programs interact with each other 
In complementary or competing ways, they are often created independently, with 
little consultation between the rival committees. 

Formal mechanisms for coordinating rural policy exist outside the Congress, in 
the Office of Management and Budget (0MB) and across the executive branch under 
the formal leadership of the Department of Agriculture. Neither 0MB nor USDA is 
staffed to accomplish this role, and neither provides much real coordination (6, 
pp. 27-29). Furthermore, the fragmentation within the executive branch's 
departments and agencies, each looking for political support and receiving 
Instructions from a different set of congressional committees, virtually 
guarantees that real coordination will not occur. 

Intergovernmental Division of Responsibility , The American intergovernmental 
system Id, In effect, a system of separated institutions sharing powers. Though 
for the most part legally distinct from one another, the Federal, State, and 
local levels of government nonetheless share responsibility for rural 
development policies and programs. While the Federal Government has 
historically taken the most visible lead in rural development and has dominated 
agricultural policy, State and local governments have long concerned themselves 
with the economic and social development of their rural areas. 

There are few mechanisms for harmonizing policies between levels of government; 
those that exist are limited in effectiveness. The* constitutional separation of 
powers between the Federal and State levels prevents the Federal Government from 
dictating broad policies to the States. Informal political mechanisms, such as 
the disciplined party systems that operate to provide a degree of coordination 
in some countries, are lacking in the United States. To the extent that there 
is policy consistency between levels of government, it is obtained either 
through the sharing of exemplary programs from one State to another or by 
mandating it as a condition for the receipt of Federal grants-in-aid. For the 
most part, such mandates have not been concerned with matters of rural policy. 

Within States, USDA agencies that administer programs in rural areas have been 
required since the 1960's to form State-level rural development committees to 
coordinate USDA programs and relate them to State and local policies. These 
committees have had little apparent effect on bringing about coordinated rural 
development efforts on a national, and or even a statewide, scale (j>, p. 30). 
It should therefore not be surprising to find approaches to rural development 
pulling in many, sometimes contradictory, directions. 

Imbalance in Power and Public Sympathy . Although rural issues are as diverse as 
those facing the American society and economy as a whole, certain viewpoints — 
chiefly those having to do with the farm sector — have dominated national rural 
policymaking. This is true both of the organized interests that lobby the 
Congress and popular conceptions of what constitutes the "rural problem." 
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By far the most influential groups in shaping agricultural and rural policy at 
the national level are representatives of the major agricultural commodity 
producers. Representatives of producers of milk, grains, tobacco, cotton, meat, 
citrus fruits, sugar, oil seeds, and other farm interests participate actively 
in the political process and contribute heavily to political campaigns. They 
lobby intensively when farm legislation is under consideration. While they may 
not prevail, their interests are always considered (6, p. 17). Their large 
direct financial stake provides them the impetus to insist that farm policy be 
considered a "major component of rural policy. 

In contrast, while numerous organizations are concerned with non-farm rural 
issues, they chiefly represent iocal governments in rural areas, whose interests 
are much more general. Because th*»" \ave less incentive to influence Federal 
rural policy, they devote fewer resources to lobbying the Congress. As 
representatives of governments, neither they nor their Lumbers contribute to 
election campaigns. The* devote themselves principally to looking out for the 
particular interests of their members, focusing especially on a few Federal aid 
programs, and have not organized themselves well to operate in concert. Their 
role in influencing the direction of rural policy is therefore small in 
comparison with the farm lobby. 

Popular conceptions of rural issues, as conveyed by the news media, place 
greatest emphasis on the plight of farmers, principally in the Midwest, and it 
is clear that a great deal of public sympathy lies wJLth the farmers and their 
families, and for efforts to help preserve their way of life. Such sympathy is 
less intense for other categories of rural residents who are similarly 
situated — unemployed textile workers, businessmen in towns once booming from 
mining activity, southern blacks living in poverty. 

This imbalance in the power position and perceived worthiness of various groups 
leads the policy formulation process to give unbalanced attention to rural 
problems. Although it may be good politics to respond directly to these 
perceptions and expressed interests, it may not lead to effective policies. 
Farm policy provides an illustration. Because farm interests dominate the rural 
policymaking process, programs to sustain farm family incomes operate mainly 
through intervention in agricultural markets. However, the growing tendency for 
farm families 1 income to come from off-farm sources makes farm programs 
increasingly ineffective in enhancing farm family incomes, let alone those of 
other rural workers. But without a shift in the way political interests are 
structured and represented, it is difficult tor the policymaking process itself 
to recast the rural income problem in broader terms than is presently the case. 

Difficulty of Targeting Programs . Inevitably, policies that attempt to direct 
resources toward tightly defined objectives must confront the fact that in the 
American political system, it has been historically difficult, and frequently 
impossible, to achieve effective program targeting. Despite numerous formula 
grants that allocate aid to eligible areas with mathematical precision, there is 
little evidence that the resulting distribution of funds is more than modestly 
directed toward presumed targets; often, the reverse has been true (4). The 
tendency for decisionmakers to view program outputs as "political benefits" 
tends to transform programs that begin as serious attempts at targeting into 
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benefits that must be shared equally. Certainly this was .".he experience with 
nany Economic Development Administration programs. While the process of 
targeting is sometimes elaborate, producing grant formulas that have all the 
appearances of scientific precision, formula-writing has become a game In which 
the choice of formulas often depends more on political than programmatic 
considerations. In the final analysis, effective targeting is not a question of 
science but of political will, a will often lacking in a political system that 
has often emphasized benefits for individual constituencies at the expense of 
broader national concerns. 

Conclusions 

The term "policy" has an appealing and deceptively authoritative ring. We 
picture policy as a framework of compelling and systematic logic to guide public 
actions toward ultimately effective ends. "Policies" are precise. They are 
definite. They are important and deal with important subjects. The attention 
they command is deserved. It is good to have a policy « 

Their symbolic importance blinds us to limitations of the policy concept. It is 
easy to forget that in a democratic system approaches to public issues must be 
developed out of conflict and compromise between competing interests and ideas. 
Cat belief that policies are consistent strategies causes us to overlook the 
fac«. that we often choose to submerge rather than resolve conflicts by 
accommodating diverse and even contradictory views into our national actions. 
Americans are a pragmatic people who distrust govern*"*"*" and resist being 
governed. But "governing is choosing," as Churchill said. In the end, we get 
what we, as a people, ask for: our policymakers respond to our many demands. 

If our willingness to avoid difficult choices by adopting inconsistent programs 
is a failure to govern according to a grand design, that is one thing. But it 
is another matter to mask the pragmatic approach as a policy, and an even more 
serious matter to confuse ourselves by failing to clarify our objectives and the 
likely effects of our programs. Failing to think clearly about what we want to 
achieve and how we might best accomplish it leads to programs that are muddled, 
occasionally contradictory, and potentially self-defeating. 

As a practical matter, the U.S. is not likely to have a single, clear, and 
coherent rural policy. Even without such a policy, even with many political 
compromises, much can be accomplished. With or without a policy, however, 
decisionmakers need o look closely at rural conditions, decide how the problems 
they wish to address should be formulated, and what strategies and tools they 
wish to apply if their actions are to be effective and not empty gestures. 
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CHAPTER 1 



THE IMPACT OF MACROECONOMIC POLICIES ON RURAL EMPLOYMENT 



James R. Malley and Thomas F. Hady 



Abstract . Rural areas have a major stake In the nation's 
economic health. Employment by industry varies among regions and 
areas (metro/nonmetro) in the United States, and as a result the 
employment impacts of monetary and fiscal policy can vary. 
Nonmetro employment reacts slightly more than does metro 
employment when monetary and fiscal policies change. These 
reactions are especially strong in the nonmetro Northeast and 
South, whereas both metro and nonmetro areas in the West are 
affected less than the U.S. average. Policymakers need to 
consider whether regional employment changes are the result of 
cyclical changes or structural before adopting specific policies. 

The relationship between the health of the general economy and that of 
the rural economy has been important for many years. William Jennings 
Bryan's "Cross of Gold" speech in 1896, for example, reflected the 
desire of farmers and others to expand the money supply as a way to 
raise prices of their products (8). If Events in the middle part of 
this century have made relationships between the rural and national 
economies more complicated and at the same time, closer. Although 
farming used to dominate rural America, a recent study found that more 
nonmetro counties were predominantly manufacturing than agricultural 
(I). Deregulation of financial markets has opened up many new options 
for rural savings and removed many of the old barriers which, it was 
argued, partly insulated rural financial markets from Wall Street. 
Flexible exchange rates and the growth of other countries 9 economies 
have opened the U.S. economy to world competition and have 
particularly affected agriculture and basic manufacturing (3). 



The authors are economists in the Agriculture and Rural Economy 
Division, ERS. 

\J Underscored numbers in parentheses refer to sources cited in the 
References section at the end of the chapter. 
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Many studies have looked at the factors affecting movement of industry 
among regions, or its location in nonmetro areas. Some of those 
studies are reviewed elsewhere in this volume. Few, however, have 
studied the relationships between the national economy and regional 
metro and nonmetro economies. This study concentrates on that 
relationship. Specifically, it analyses the connections between 
changes in economic activity, as measured by U.S. Gross National 
Product (GNP) and employment in metro and nonmetro areas in the United 
States and in four regions of the Nation. 

Technically, H rural H and -nonmetro- have different meanings. 
Throughout this paper, however, they are used interchangeably to refer 
to counties that were outside metropolitan statistical areas, using 
the 1983 delineation. Regional delineations follow standard Census 
practice. If 

Regional and area (metro/nonoetro) employment data are from series 
maintained by the Bureau of Labor Statistics and the Bureau of 
Economic Analysis. After studying changes in the various industries 
over 1969-84, we concluded that four Industry categories were 
appropriate for this analysis: manufacturing and construction, 
government, services, and primary goods (which includes farming, 
forestry, fisheries, and mining). County data were summed to provide 
annual totals for metro and nonmetro areas in each region, 
1969-1984. 3/ Except for agriculture, however, these data do not 
include sole proprietors. To maintain comparability with 
national-level data used to estimate relationships between GNP and 
industry employment, the number of sole proprietors of nonagricultural 
businesses each year in each industrial group was allocated to areas 
(metro/ nonmetro) and regions according to their share of national wage 
and salary employment in the industry. 

Distribution of Industry Varies Regionally 

Macroeconomic events can affect regions differently because of 
regional variations in industrial composition, and it is these 

2/ The Northeast includes ME, NH, VT, MA, RI, CT, NY, NJ, and PA; 
the Midwest includes OH, IN, IL, MI, WI, MN, IA, MO, ND, SD, NE, and 
KS. The South includes DE, MD, DC, VA, WV, NC, SC, GA, PL, KY, TN, 
AL, MS, AR, LA, OK, and TX; and the West, MT, ID, WY, CO, NM, AZ, UT, 
NV, WA, OR, CA, AK, and HI. 

3/ Manufacturing includes SIC (Standard Industrial Classification 
Codes) 20 through 39; construction, SIC 15 through 17; government, SIC 
91 through 99; services, SIC 40 through 49, SIC 50, SIC 52 through 59, 
SIC 60 through 67, SIC 70 through 89, and other services; and primary 
goods includes farm workers, farm proprietors and SIC 07 through SIC 
14. 
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dlf * fences which drive our analysis • Hence, It Is helpful to review 
the 'rends In U.S. Industry employment* Perhaps the single most 
obvious trend since 1969 Is the growth of service Industries, 
continuing a trend that has persisted since 1850 (7). Services 
accounted for 48 percent of U.S. employment In 1969, and 57*2 percent 
In 1984. They are significantly more Important In metro areas than In 
nonpetro areas (fig* 1; see figures at end of chapter). Services 
accounted for a larger part of total employment In metre areas but 
were also a powerful source of growth In nonmetro counties, accounting 
for more than 3*5 million new jobs during 1969-84* 

Primary goods employment Is much more Important In nonmetro areas, 
particularly outside the Northeast* Except In the Northeast, nonmetro 
employment In primary goods has declined slowly In relative Importance 
since 1969* The most rapid decline was In the nonmetro South, where 
primary goods employment fell from 21*7 percent of employment 
(Including proprietors) In 1969 to 16*3 percent In 1984* Although 
primary goods employment fell In the nonmetro South, overall 
employment In the primary producing Industries grew by 130,000 between 
1969 and 1984* 

Manufacturing and construction employment changes are more 
complicated* Manufacturing and construction are proportionally 
somewhat more Important In the nonmetro Northeast and South, and In 
metro areas of the Midwest and Northeast* Nationally, they have 
declined from employing 27*9 percent of all workers In 1969 to 21*6 
percent In 1984* Despite that relative decline, however, the 
manufacturing and construction group was second among the four 
Industry groups as a source of employment growth In rural areas, 
accounting for 705,000 new jobs from 1969-84. Further, the decline In 
relative Importance of manufacturing and construction has been uneven 
among regions* The nonmetro South experienced little change In the 
Importance of this group; manufacturing and construction employment 
began at 27 percent of the total In 1969 and ended at 26*3 percent In 
1984* In an expanding job market, that meant the nonmetro South 
gained more than 550,000 jobs In manufacturing and construction during 
the 15-year period* Manufacturing and construction employment 
declined In the Northeast and metro Midwest during 1969-84* In fact, 
the declines In those two regions were large enough that total 
manufacturing and construction employment In the metro United States 
declined by 5,000 jobs over the 15-year period* In the aggregate, 
these changes resulted In a slow migration of industry from the 
Northeast and Midwest to the metro South and West (table 1; see tables 
at end of chapter)* Superimposed on that shift was a small net shift 
from nonmetro to metro areas* The nonmetro proportion of total U.S. 
employment rose from 20*8 percent In 1969 to 21.3 percent in 1976, but 
fell to 20 percent by 1984* 
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While the Industrial employment shares In table 1 have changed slowly 
over time, they show very little variation from year to year, 
particularly when compared with the variation In total Industry 
employment. Since our analysis Is primarily concerned with tae 
medium term, that stability made It possible for us to hold the area 
and regional Industry shares constant at their 1984 values. In the 
model developed for this analysis, we examine how changes In GNP 
affect total Industry employment, which In turn Is translated to area 
and regional employment effect* by the 1984 Industrial shares (fig. 
2). At the same time, we have not explicitly accounted for 
longer-term trends In area and regional Industrial employment shares. 
The model analyzes the Impacts of particular fiscal and monetary 
policies on area and regional employment; It does not allow for 
long-term changes In Industrial employment composition. 

Determining Industrial Employment 

Area and regional employment In any one Industry Is modeled as a 
function of total Industry employment and the 1984 area and regional 
Industry shares of total Industry employment. While this approach 
assumes that area and regional shares of employment In each Industry 
remain fixed, It does not constrain area-by-region shares of total, 
regional, metro, or nonmetro employment. For example, this approach 
allows a nonmetro area to gain or lose employment relative to metro 
areas In the same or other regions. However, relative employment 
shifts among areas and regions depend on changes In total Industry 
employment rather than changes specific to an area or region. 
According to this approach, the uniqueness of any particular area and 
region Is determined by the composition of local Industries as defined 
by the 1984 Industrial shares. For Instance, total nonmetro 
employment In the Northeast (TnmNE) Is derived as: TnmNE - cl(TIl) + 
c2(TI2) + c3(TI3) + c4(TI4), where cl through c4 are the 1984 
employment shares of area by region Industry employment to :-»tal 
Industry employment; cl - nmNEIl/TIl, c2-nmNEI2/TI2, c3-nmi¥Bl. 'TI3 and 
c4-nmNEI4/TI4. Til through TI4 refer to total Industry employment In 
manufacturing and construction, services, primary goods and 
government, respectively; nrnNTU through nmNEl4 refer to nonmetro 
Northeast Industry employment in manufacturing and construction, 
services, primary goods, and government, respectively. 

The next stage of model development specifies the relationships 
between total Industry employment, Industry output, and GNP. This Is 
achieved by estimating Industry employment demand equations (2, 5). 
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In this type of equation, industry employment demand is driven by 
industry output which is, in turn, determined by national demand (real 
GNP). 4/ 

When demand for l firm's product (output) changes, the firm can 
respond by changing its use of existing factors of production (capital 
and labor), by changing the quantity employed of either factor, or 
both. Labor supply, capital supply, and capital demand are not 
treated explicitly in our analysis. Our model also assumes that 
quantity effects of an Increase in the demand for labor dominate price 
effects. For example, an Increase in demand for an industry's output 
will be reflected mostly by an Increase in employment rather than in 
the real wage. If higher real wage effects dominated, less employment 
would be created than implied by our assumption. The relative 
insensltlvlty of the price of labor to changes in demand is due to the 
assumption that labor is underemployed, which we think is consistent 
with the current economic situation at the aggregate level. 

Table 2 describes the relationship between a 1 percent change 
(Increase or decrease) in Industry output and the resulting change in 
Industry employment. For example, a 1 percent Increase in 
manufacturing and construction output initially leads to a 0.7 
percent Increase and eventually to a 1.5 percent Increase in 
employment. Manufacturing and construction experience larger 
percentage employment change in both the short run and long run than 
io any other industries. Primary goods production, on the other hand, 
has the lowest relative percentage employment change. 5/ 

Since we are primarily Interested in the behavior of Industry 
employment demand, we adopted a pragmatic simplification by not 
explicitly estimating industry output equations. In the simple model 
used here, an industry output equation would merely act as a link 
equation with little behavioral significance, and as such, would 
likely Increase forecast error in the employment demand equations. 
Therefore, we tie employment demand directly to real GNP (table 3). 

^7 A forthcoming staff paper by the authors will provide the 
t leal decails of functional forms, lag specifications, estimation 
methods , and statistical results. 

5/ The level of labor productivity in these equations is defined as 
the ratio of employment to output. The lower the ratio, the more 
productive the industry. Over the the historical sample period 
(1969-84), primary producers were the most productive, followed by 
manufacturing and construction, services, and government. The 
sensitivity estimates in table 2 measure the percentage change or 
growth in productivity. 
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The data in table 3 are the results of two implicit effects: the 
industry output to employment sensitivities (table 2) and the industry 
output to GNP sensitivities. The estimates show how a 1 percent 
change in GHP directly affects the growth of industry employment. 
Alternatively, the sensitivities can be viewed as measures of the 
percentage change in the ratio of industry employment to GNP. lor 
example, a 1 percent decrease in GNP leads to a 0.5 percent decrease 
in the demand for service employment in the short run and a 1.3 
percent decrease in the long run. 

The relative differences in sensitivities between the industries are 
essentially the same as in table 2, except they are now exaggerated, 
reflecting each industry's cyclical sensitivity to changes in GNP. 
Manufacturing and construction are the most sensitive to changes in 
GNP and primary industries the least. A probable explanation of the 
negative sensitivity (-0.17) on primary goods production is that 
-labor hoarding- is occurring in the short run. This argument 
suggests that employers in these industries will not change the 
quantity employed until they are more certain that the change in 
demand (GNP) will be sustained. In the case of primary goods 
producers, for example, the negative growth in the ratio of employment 
to GNP would result from employment remaining the same (labor 
hoarding) and GNP increasing. 

Macroeconomic Po licy Effects 

The final information that our employment-demand model requires is the 
bridge between fiscal policy, monetary policy, and GNP. These 
linkages provide the capacity to postulate alternative fiscal and 
monetary policies and determine their employment demand implications 
at the area and regional level. 

Several different tools were used. Pirst, we used results from the 
U.S. portion of the Federal Reserve Board's multicountry model (MCM) 
to provide the quantitative relationship between GNP changes a 1 
fiscal and monetary policy changes (4, 6). Second, using the MCM's 
results in this manner required a macroeconomic baseline forecast for 
the key variables. These variables included real total government 
purchases of goods and services, nominal short-term interest rate 
(3-month T^jury bill rate), inflation rate (percentage change in the 
implicit GNP deflator), and real GNP. We adopted a methodologically 
neutral position and forecasted these variables at their long run 
trend growth rates. This approach is also useiul when interpreting the 
results, since it allows the effects of alternative policies to be 
more easily disentangled from baseline assumptions. The distinctive 
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feature of the baseline forecast is that the economy exhibits no 
marked cyclical variation and is best characterized as growing 
smoothly and continuously at its long run steady state. 

The way in which the MCM model operates can best be understood by 
running separate fiscal and monetary policy scenarios. The policy 
assumptions used to drive the GNP forecasts are merely illustrative 
and do not represent a set of most likely scenarios. These 
simulations, however, will allow us to ascertain the area and regional 
differential employment impacts if these policies are pursued. These 
employment impacts are conditional on differing industrial employment 
composition and differing employment -to-GNP sensitivities. The 
forecasted path of real GNP through 1994 is expressed in terms of 
percentage deviations from its baseline path (fig. 3). 

Changing Fiscal Policy 

The fiscal policy shock consists of a sustained increase through 1994 
in real total government spending on goods and services, equal to 1 
percent of baseline GNP. The result of the liscal shock is an initial 
2 percent increase in GNP over its base level, after which "crowding 
out" of the fiscal effect occurs. This pattern continues throughout 
the forecast period and by 1994, real GNP is 0.5 percent lower than 
its base level. This "crowding out" is due to the negative effects 
on GNP of higher interest rates, prices, and exchange rates. In the 
MCM, the increase in government purchases leads directly to increases 
in real income and spending. As domestic spending increases, the 
demand for money increases. Given the assumption of a fixed growth 
path for the nominal money supply, interest rates then rise. The rise 
in interest rates leads to lower domestic consumption and investment 
spending and an appreciated trade-weighted value of the dollar. The 
higher-valued dollar in turn leads to a decline in the U.S. current 
account position as imports become cheaper and exports more expensive. 
The tendency to import more is further exaggerated by the initial 
higher real income in the United States. Despite appreciation in the 
value of the dollar, which keeps domestic prices down, inflation 
increases as real output rises closer to full capacity. 

Changin g Monetary Policy 

The monetary policy shock consists of a 100-basis-points increase in 
the 3-month Treasury bill rate sustained throughout the simulation 
period. In MCM, monetary policy works through the main channels of 
the effects of interest rates on consumption, investment, and the 
exchange rate. Real long-term interest rates affect consumption and 
the cost of capital, which in turn affect investment in producers* 
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structures, durable equipment, and residential investment. Relative 
differences in nominal short-term rates between the United States and 
its major trading partners affect the exchange rate. The results of 
the sustained increase in interest rates are lower income and prices 
and an increase in the value of the dollar during the simulation. The 
trade balance also worsens throughout the simulation as a result of 
the higher valued dollar, but the decline is not nearly as 3harp as in 
the fiscal case, due to lower real incomes in the monetary limulation. 
GNP is 0.5 percent lower than its base value in 1987 and reaches its 
lowest percentage difference from base of 1.5 percent by 1991. 

Results 

Areas and regions vary considerably in the average percentage 
difference of employment from base levels and the cumulative number of 
jobs gained or lost as a result of the macroeconomic policy changes 
(table 4). Again, this variation among areas and regions is driven by 
the differences in industrial mix as defined by the 1984 industrial 
shares and the estimated industrial employment to GNP sensitivities. 
An area and region's average percentage employment difference from 
base measures its sensitivity to changes in macroeconomic policy. A 
higher average percentage difference represents a greater relative 
effect on area and regional employment. The cumulative change in jobs 
measures the total number of jobs gained or lost over the simulation 
period, 1987-94. 

The expansionary fiscal shock reflects a sustained increase in real 
government purchases equal to 1 percent of baseline GNP. This shock 
is equivalent to an average annual increase of approximately $43 
billion over base spending. As a result of increased government 
purchases, the nonmetro South experiences the highest annual average 
percentage employment gain from base, with 0.57 percent. The nonmetro 
West, on the other hand, is the least sensitive to fiscal policy 
changes with an average annual percentage increase from base of 0.39 
percent. These changes translate into cumulative job gains of 
approximately 526,000 and 116,000 in the nonmetro South and West, 
respectively. Other regions more sensitive than the U.S. average to 
changes in fiscal policy include the nonmetro South, Northeast, and 
Midwest, and the metro Northeast and Midwest. 

The relative area and region employment demand sensitivities in the 
contractionary monetary shock are essentially the same as in the 
fiscal shock. The nonmetro South now loses the most in terms of 
annual average percentage difference from base at -0.86 percent, and 
the nonmetro West loses the least at -0.60 percent. In terms of 
cumulative employment changes, the nonmetro South loses 858,000 jobs 
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and the nonmetro West, 198,000 jobs over the simulation period. 
Regions which are more sensitive than the U.S. average in this shock 
include the nonmetro South and Northeast, and the metro Northeast and 
Midwest • 

For the United States as a whole, nonmetro areas are slightly more 
affected by fiscal and monetary shocks than are metro areas. The 
difference is small, however, and is not uniform across the country. 
In the West and the Midwest, metro areas actually experience the 
bigger gains and losses from changes in monetary and fiscal policy. 
A reversal in the direction of the shocks will yield the same results 
but with the opposite sign. For example, if monetary policy was 
loosened by a sustained lOO-basis-points drop in the 3 month Treasury 
bill rate, then the nonmetro South would be the biggest percentage 
winner at 0.86 percent, and the nonmetro Midwest the smallest 
percentage winner at 0.60 percent. A comparison of the employment 
results across expansionary policy shocks suggests relatively larger 
gains in both average percentage and cumulative job gains for the 
monetary expansion. Relative to base levels, for example, the 
expansionary monetary policy leads to an extra 332,000 jobs in the 
nonmetro South and 82,000 in the nonmetro West. 

A very important aspect of the results is the dynamic pattern of the 
employment demand sensitivities to changes in fiscal and monetary 
policy. Averaging the percentage employment differences from baseline 
over the simulation period obscures the yearly pattern of each area's 
and region's percentage employment gains and losses. For instance, in 
the fiscal shock, although the nonmetro West has the lowest average 
employment sensitivity, it is tue only nonmetro area, relative to the 
U.S. total, which becomes progressively more sensitive throughout the 
simulation (fig. 4). On the other hand, the nonmetro South, with the 
highest average employment change from base, becomes progressively 
less sensitive than the U.S. total and actually falls belcw the 
nonmetro West by 1994, The nonmetro South, Northeast, and Midwest are 
also consistently more sensitive to changes in GNP than their metro 
counterparts in the same region throughout most of the simulation 
period. The nonmetro West's employment sensitivities do not surpass 
the metro West's until 1992. 

Conclusions and Policy Implications 

The most important lesson to emerge from this analysis is that rural 
areas have a major stake In the Nation's general economic health. 
Employment in nonmetro areas is affected slightly more than employment 
in metro areaj by changes in monetary and fiscal policy. Jobs in the 
nonmetro Northeast and South, in particular, tend to rise and fall 
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faster than overall employment. Several conclusions emerge from these 
observations. First, policymakers should carefully distinguish 
between structural problems in rural areas and cyclical problems 
reflecting the state of the general economy. If regional unemployment 
results from countercyclical macroeconomic policy, a massive job 
retraining program may be counterproductive in terms of macroeconomic 
policy. On the other hand, if the impacts of macroeconomic policy are 
falling unevenly on specific geographic areas or economic sectors, 
policymakers may want to consider the arguments for tax and subsidy 
arrangements to alleviate the inequity. Conversely, rapid growth in 
nonmetro areas may not be cause for jubilation; the growth may simply 
reflect general economic trends, and may likely reverse itself with 
the next period of monetary and fiscal tightness. 

Second, these results suggest that discussions of the appropriate mix 
of fiscal and monetary policies for a particular situation need to 
consider regional impacts. While national fiscal and monetary 
policies are not the appropriate tools to use for rural development 
policy, decisions on both national economic policy and regional and 
rural/urban economic policy ought to be made with knowledge of their 
cross-effects. While our results demonstrate the usefulness of 
modeling macroeconomic-regional impacts, they must be expanded and 
refined before they can provide reliable guides to policy. 
Nonetheless they clearly demonstrate that the problems of rural 
America must be analyzed and attacked in the context of the national 
economy. 
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Table 1 — Share of metro/nonmetro employment 
by industry and region 

Area and Services Manufacturing Government Primary - 

region & construction g->ods 

1969 1984 1969 1984 1969 1984 1969 1984 



Percent 

Northeast : 

Nonmetro 1.8 1.7 2.5 2.3 2.3 2.0 2.6 2.9 

Metro 24.7 21.5 25.5 20.7 18.5 16.7 4.3 5.1 

Midwest : 

Nonmetro 5.4 4.9 6.1 6.2 7.1 6.5 26.5 24.8 

Metro 21.4 19.3 25.7 20.7 16.0 15.4 8.5 8.7 

South: 

Nonmetro 6.3 6.1 8.7 10.6 8.7 9.4 30.9 27.0 

Metro 22.8 26.0 18. A 22.3 26.5 28.3 12.0 12.5 

West: 

Nonmetro 2.1 2.4 1.4 1.9 3.5 3.9 7.2 8.0 

Metro 15.5 18.1 11.6 15.4 17.5 17.8 7.9 11.0 

United States: 

Nonmetro 15.6 15.2 18.7 20.9 21.5 21.8 67.2 62.7 

Metro 84.4 84.8 81.3 79.1 78.5 78.2 32.8 37.3 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
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Table 2 — Percentage change In Industry employment 
from a 1 percent change In industry output 



Industry 



Initial 



Longrun 



Manufacturing and 
construction 

Services 

Government 

Primary goods 



0.70 
.60 
.35 
.19 



Percent 



i.50 
1.10 
.76 
.30 
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•Lible 3— Percentage change in industry employment 
from a 1 percent change in GNP 



Industry 



Manufacturing and 
construction 

Services 

Government 

Primary goods 



Initial 



Longrun 



Percent 



1.45 
.50 
.13 

-.17 



2.27 
1.34 
.33 
.31 
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Table 4 — Area and regional employment sensitivities 
to employment changes from macroeconomic shocks, 1987-94 



Expansionary Contractionary 
fiscal shock monetary shock 

Area and Average Cumulative Average Cumulative 

region change change change change 

Percent Thousands Percent Thousands 



Northeast : 

Nonmetro 0.5 A 

Metro *49 

Midwest: 

Nonmetro .49 

Metro »52 

South: 

Nonmetro .57 

Metro .44 

West: 

Nonmetro .39 

Metro .44 

Total: 

Nonmetro .51 

Metro .47 

United States .48 



112 -0.83 - 189 

1,036 -.78 -1,807 

339 -.75 - 553 

1,016 -.81 -1,754 

526 -.86 - 858 

1,168 -.71 -2,05? 

116 -.60 - 198 

810 -.71 -1,420 



1,093 -.78 -1,798 

4,030 -.75 -7,033 

5,123 -.76 -8,831 
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Figure 1 --Industrial shares 
by area and region, 1984 
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Figure 2 — Linkages between macroeconomic policy and regional 

employment change 
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Figure 4. Dif fences in employment sensitivities 
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CHAPTER 11 



UNANTICIPATED CONSEQUENCES OF GOVERNMENT PROGRAMS 
ON RURAL ECONOMIC DEVELOPMENT 

Ted K. Bradshaw and Edward J. Blakely 



Abstract * Rural areas experience development from three types of 
government programs — those that provide benefits directly to 
individuals, those that help build rural organizations, and those that 
alter the context for rural business and other government programs. 
The unanticipated benefit of these programs is greatest for rural areas 
when the programs are not oriented toward the development of areas, 
when they build local organizational capacity, and when they coordinate 
with other developmental initiatives. Rural areas remain dependent on 
many programs that provide a social service network in order to 
overcome the underdevelopment persisting in rural America. 

Government programs have both direct and indirect impacts on rural development. 
While it has been difficult to create explicit Federal rural development 
policies that revitalize small towns and countryside, other Federal programs 
with neither a developmental objective nor a rural focus are increasingly 
recognized for their unanticipated developmental role ( 17) \J . In fact, 
several programs that had no specific intent to influence or direct development 
are now recognized for having a more profound impact on rural areas over the 
last five decades than some explicitly developmental programs. 

As the Federal Government increased all forms of assistance to individuals and 
institutions, and as regulatory patterns have changed, opportunity for economic 
development in many areas of the country has been affected. Just as highway 
policies led to decentralization or suburbanization of inner cities, social 
welfare, hospital construction, aid housing policies have altered the face of 
rural America. These policies, which were intended to rearrange urban-rural 
differences from the outset, have heen supplemented from the New Deal to the 
present by other Federal policies and programs intended to increase the Federal 
Government's leverage at the individual and local levels that have created a 
new spatial safety net and led to the rural population turnaround of the 1960's 
and 1970's (k). While the rural turnaround has abated, the policies and 
programs that created the underpinning for it remain crucial to the vitality of 
rural areas. This paper explores the contours of Federal policies that are not 
directly developmental in form but have significant developmental impacts for 
rural communities. 



Ted Bradshaw is Research Sociologist, Institute of Governmental Studies, and 
Edward Blakely is Professor and Chair, Department of City and Regional 
Planning, University of California-Berkeley. 

1/ Underscored numbers in parentheses refer to sources listed in the 
ReTerences section at the end of the chapter. 
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Federal programs that indirectly affect rural development fall into one of 
three categories: 



—Services or resources provided directly to individuals who need them 
regardless of where they live (as in the case of Social Security); 

— Funding, technical assistance, and other resources provided to local 
public and private organizations that help build community 
organizational infrastructure (as in the case of funds that help 
construct hospitals); 

—Actions that alter the context in which other programs, or the economy 
as a whole, operate (such as regulation/deregulation of public service 
industries) . 

Federal policies affect urban and rural areas in different ways. Urban areas 
in general, are less dependent on the direct actions of the Federal Government. 
On the other hand, some rural places are nearly totally dependent on a single 
government facility or program such as a Forest Service office or the programs 
of the Bureau of Indian Affairs. Similarly, government activities such as dam 
and water project construction or military installations alter the resource 
base of rural areas, both financially and intellectually, in terms of the 
capacity of the human skills of the people who live and work in rural 
communities. Thus, Federal initiatives have substantial loug-term impacts on 
rural capacity and opportunity because they alter the social and economic 
resource base within a local community. Ongoing cycles of policy development 
and change tend to rapidly disturb but slowly build capacity in rural areas. 



Consequences of Federal Programs and Expenditures for Development 

Federal policies, programs, and expenditures have a redistributive effect on 
regional development apart from their specific intended consequences for 
specific groups or individuals. As a result, the Federal Government's role in 
rural areas is pervasive and essential, though unevenly distributed. In fact, 
a vast number of rural places are singularly dependent on employment whic, s 
der<ved Indirectly from Federal Government transfer payments or programs. This 
situation creates both a potential for development and a liability since many 
of these communities lack diversity and are vulnerable to program changes. 

Federal expenditures have stimulated rural population growth. For several 
decades, places with growing Federal programs have experienced population 
growth while declining Federal expenditures have been associated with stable or 
declining population. Data show that county seats and places with large 
numbers of government employees are important nodes of growth, though these 
places grow and decline as State and local expenditures change along with 
Federal funding. Communities with a college have typically grown while those 
with a military base showed losses during the 1970's (1). 

Throughout the Nation, 315 nonmetro counties derive 25 percent or more of their 
total labor and proprietor income from the payrolls of Federal, State, and 
local governments. Relative to other counties, these counties with a high 
level of dependence on government employment tend to be somewhat more 
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urtoiized, have higher rates of population increase, have lower average 
inc* aes, and support a low-wage mix of economic activities. They are 
exceptionally dependent on policy decisions affecting the amount and type of 
Federal Government spending and the types of persons employed by various 
programs. Since they derive somewhat lowe* total tax revenues and benefits, 
ana since rural communities supply few items needed by government facilities 
and offices, the local economic multiplier from government programs is lower 
than might be expected (2). Nonetheless, one in six nonmetro counties is 
dominated by government-derived income, and a significant part of this starts 
with Federal funds or is shaped by Federal program guidelines. 

Federal expenditures return a good deal of tax money to local economies. A 
large proportion (though not all) of these expenditures can be tracked to the 
county in which the spending occurs. Of the $713.7 billion in Federal 
expenditures that can be traced to recipient county areas, about $139.6 billion 
in 1985 expenditures, or 19.6 percent, went to individuals and programs in 
nonmetro counties. Nationwide, all Federal expenditures totaled $3,022 per 
capita in 1985. However, rural areas received only $2,478 as opposed to $3,192 
per capita in urban areas. This disparity of 30 percent less for rural areas 
was concentrated largely in defense expenditures (table 1 — see table at end of 
chapter). The nondefense part of the Federal budget was fairly evenly 
distributed to metro and nonmetro counties. Nonmetro counties received 
considerably more funding in the agriculture and natural resources area, and 
small amounts more in human resources and income security functions (18). 

Federal programs can be redirected to rural areas, creating economic activities 
where they are located. For example, Federal regional development policies 
have been successful when there is general agreement that a particular region 
needs assistance and when Federal programs are expanding. When programs are 
.lot growing, however, it is unrealistic to assume that many dollars can be 
redirected from urban to rural areas. Although government programs and 
facilities can increase local dependence and vulnerability to policy changes, 
effective integrated rural development strategies can mitigate many potential 
problems. Systematic Federal reallocations of expenditures to the most 
depressed rural areas remain an effective tool to stimulate lagging economies. 

Development Consequences Defined and Classified 

Developmental programs are a subset of the total government effort in rural 
communities. While all government programs produce (or reduce) change, a 
developmental program implies a desirable social consequence for individuals 
and communities. Development maximizes the potential of local people rather 
than simply being an end in itself for the benefit of outsiders; developmental 
programs deliberately build on local resources and goals rather than import 
external ones. 

Beneficial rural development has a particular objective and process: to create 
lasting improvement in the well-being of rural people. Programs that are not 
developmental are ends in themselves, or they impose a direction of change on 
an area from the ou'aide without improving the potentials of existing 
individuals and organizations. 
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Many clasp r f ications of developmental programs have been suggested in the 
literature. Development programs can be classified by their goals (11) or by 
the types of processes by which change is facilitated (9). Classifications by 
functional areas and resources mobilized to do development have also been 
utilized 09). 

We examine development from the perspective of intervention policy — the 
theories and practices that alter existing conditions in a predetermined 
direction. The major policy choices are whether assistance focuses on 1) 
meeting the direct needs of individuals, 2) increasing the capacity and 
efficiency of institutions such as businesses, schools, or government agencies 
that provide services, or 3) creating linkages among organizations and 
improving the overall context in which they operate. 

These program types are interrelated with cumulative impacts. Individual level 
policy objectives can be reached by targeting individuals or indirectly by 
creating programs that enhance the local organizational base. Capacity 
development efforts structure linkage and planning among organizations to 
improve the ability of organizations to support individual needs. The policy 
attraction of programs targeted to specific individual needs is that the 
program demonstrably reaches the intended population. But as a program 
intervention is further removed from an individual recipient, the policy 
attraction is that a structural change will alter the individual's capacity to 
identify or develop local resources to meet one's needs rather than create 
greater dependence on external aid. 

Over time, Federal programs have broadened from individual level programs to 
capacity building because specific individual assistance has failed to solve 
the structural conditions that cause underdevelopment. As Bradshaw and Blakely 
showed, early rural development programs were individual level technology 
transfers (5). Organizational development programs followed — farmer, 
cooperatives, community associations, and economic development groups. The 
newest type of rural development programs are integrated efforts that build 
capacity, provide linkages, and coordinate diverse activities. The new 
emphasis on the larger organizational context, however, does not reduce the 
importance of ongoing programs. In fact, the successful development of these 
programs is the foundation on which an integrated set of programs could be 
buil r - 

Impact of Individual Assistance Programs 

Programs that deliver services directly to individuals are based on the premise 
that the Federal Government has a responsibility to provide basic economic 
security, and to guarantee equal access or opportunity for all individuals. 
Individual level service delivery programs in rural areas vary according to the 
type of service provided and the way it is managed. Two different types of 
individual service-oriented programs are examined; 1) personal entitlement 
programs (like Social Security) that provide benefits independent of geographic 
location and provide the opportunity for individuals to follow their personal 
choices and live in rural communities; and 2) individual rights (such as civil 
rights) and special benefits programs that improve access to established social 
systems. 
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Social Security and Indivi dual Entitlements 

Retirees are a major resource for economic development in rural areas. 
Attracting retirees to a rural community has a number of advantages: their 
pensions and Social Security income are often derived from earnings elsewhere, 
and the elderly tend to spend more of their income in local communities rather 
than regional shopping centers. Retirement communities in the California 
foothills, northern Wisconsin and Michigan, the Ozarks, and throughout Florida 
and Arizona, for example, have grown largely due to the lifestyle amenities 
provided to retirees with Social Security income. In one northern California 
community the population doubled in about 10 years, and over half the recent 
migrants were retirees with social security incomes (j>). 

Social Security income is attractive to rural development because it is 
locationally independent. Beneficiaries can use their payments anywhere and 
for any purpose. Since xural areas are generally attractive to retirees 
because of the lower cost of housing and the small torn atmosphere, retirees 
transfer their benefits there. 

Hirschl and Summers calculated some measures of the impact of Social Security 
on rural development. Using county data, job growth in nonbasic (not 
agriculture, manufacturing, or government) industries was studied in light of 
changes in the amount of Social Security payments. With a sample of 170 
counties that were nonmetro in 1950, change in the county employment level in 
nonbasic industries was shown to be more dependent on Social Security than on 
manufacturing job growth (12). The findings of this study showed that many 
more jobs were created by each dollar of Social Security transfer payments 
received by persons in the county than by each dollar of manufacturing wages. 
Other possible explanatory variables were not statistically significant In 
terms of nonbasic jobs — neither agricultural income, intergovernmental 
transfers, distance to the nearest SMSA nor linkage to the interstate highway 
system produced clear and significant changes in the level of nonbasic jobs 
created. 

So<:*a1 Security is a powerful stimulus to rural development for three reasons. 
First, benefits have tended to flow from urban to rural areas in recent years, 
with people moving into rural areas because of the attractive living conditions 
and lower cost. Retirees are able to follow the patterns suggested by Zuiches 
who has documented that Americans want to live in rural areas, but are often 
unable to do so because of limited job opportunities. When individuals 
receiving Social Security payments move into an area, the benefit is also 
multiplied because many retirees also have pensions, investments, equity from 
the sale of an urban home, and other passive income. These individuals are 
usually not poor, and in fact may belong to a group with a large discretionary 
income. 

Second, Social Security stimulates development because retirement communities 
become centers for other development including hospitals and other sources of 
employment for persons in the labor force. Elderly care is one of the fastest 
growing industries, and rural areas compete well for the economic development 
associated with it. 
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Third, retirees, usin£ Social Security income as a base, also initiate economic 
development in their communities because the retiree brings a resource of 
considerable skills and talents for local economic development. From the 
community perspective, retirees contribute to the human resource base. This 
retiree skill base is so important that small businesses, government offices, 
and new industries are tapping the retirees to contribute to the labor force. 

Social Security as well as other individually based transfer payment or 
entitlement programs provide a concentrated economic base or platform for 
development. The consistent and persistent economic force provided by transfer 
payments shelters :he retail trade and service industries against the 
fluctuations of natural resource industry cycles. 

The attraction of these entitlement programs is that they are spatially 
neutral, that is, they influence the economic or social options of people 
irrespective of location. In effect, however, their impacts are scarcely 
independent from geographic location since the value of these resources is 
influenced by the local conditions in which they are used. For example, a 
Social Security check will generally go farther in rural areas than urban 
communities. Consequently, programs meant for individuals convey a new 
mobility for the recipient Which can be a substantial rural economic and social 
development vehicle. The implication of this is that spatially neutral 
programs and policies can significantly benefit rural development. 

Programs Guaranteeing Equal Access and Opportunity 

The Civil Rights movement of the 1960 f s and subsequent efforts to ensure equal 
treatment for all disadvantaged groups have provided a rural development 
instrument that has not been well studied. In general, the premise of the 
programs is that a spatially neutral program benefits individuals, but in fact 
these programs require a delivery mechanism largely missing from rural areas. 
Because of the small scale of rural communities, offices that deliver services 
are not found in rural areas, and thus the delivery of benefits lags. 

Individual opportunity is not an esoteric and nonconsequential benefit to rural 
development. The lack of equal access to jobs, housing, and other civic 
benefits retard the direct and indirect development of any community. Historic 
discrimination against blacks and Hispanics retarded economic development in 
the South and other areas of the Nation. The release of human capital of these 
groups has not only allowed them into the work force but provided new avenues 
for these minority groups to start, control, or manage businesses and 
industries. This increasing economic capacity continues to be a major source 
of innovation and stimulation for rural areas. As racial discrimination 
abates, investor confidence increases witn more economic activity. Plants 
getting governmental contracts need to show that they are equal opportunity 
employers, and community action facilitates individual firm compliance. Firms 
sensitive to discriminatory activities shy away from areas with long histories 
of racial animosity. Most importantly, releasing the full opportunities of all 
people in an area greatly expands the local human potential and provides 
greater opport mi ties for everyone. 



11-6 



Several programs supporting equal access that thus support rural development 
are: 

Fair Housing and Equal Credit Opportunity (U.S. Department of Justice) 
Desegregation of Public Education 

Client Assistance for Handicapped Individuals (U.S. Department of 
Education) 

Equal Opportunity in Housing (U.S. Department of Housing and Urban 
Development) 

Women's Special Employment Assistance (U.S. Department of Labor) 
Veterans' Reemployment Rights (U.S. Department of Labor) 

These programs provide services to individuals who have been treated unfairly 
or who have special needs. The programs aim to enforce laws that guarantee 
education, employment, access , and other rights , as well as to provide special 
services such as books for the blind. These services are generally available 
to any person or group , and as such there is no particular rural benefit or 
disadvantage. However, in most cases they require an office or local program 
through which to deliver a service, in some cases taking on legal actions 
initiated by an individual. In '.he case of school desegregation, an issue of 
considerable importance to many rural counties in the South, the Civil Rights 
Division of the U.S. Department of Justice has been involved in cases 
desegregating both universities and primary school districts. 

In contrast to Social Security which was spatially neutral, rural areas have 
lagged behind urban areas in implementing of equal rights and human resource 
opportunity programs. Policies to romedy this include better enforcement of 
State guidelines to ensure uniform compliance and efficient use of rural funds 
in all States. Because rights programs are small budget items compared to 
Social Security, for example, offices are not located in all rural communities, 
and special rural efforts are needed to meet the needs of people who cannot 
come into a main office. Innovative service delivery programs have been 
utilized in several places where similar programs share staff or where services 
are delivered by nonprofit organizations in the area. With effective 
monitoring, these programs can be combined with other service delivery efforts 
in rural areas. However, these innovative service delivery systems remain 
experimental and have limited applicability in some of the most needy rural 
regions. A better understanding of how to deliver rural services is necessary. 

Impact of Organizational Development and Support 

The second policy perspective by which the economic and social well-being of 
people in both urban and rural areas can be improved is to build and support 
problem solving organizations. Individual transfers and available human rights 
provide only part of the solution to rural problems. These resources need to 
be used more effectively in terms of building an indigenous economic resource 
in the local community. However, these organizational structures are difficult 
to establish and sustain, especially in rural communities. Some organizations 
provide a coordination and referral service. Others provide primary services 
themselves, ranging from financial assistance or information on community 
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improvement to hospitals and elderly housing. In order to do this, 
considerable effort has been made on organizational development and capacity 
building. 

Many Federal Government programs since the War on Poverty have been founded on 
the premise that the government is making a social investment through providing 
local organizational capacity. One of the most important investments is in 
terms of medical care. The government assists needy individuals directly with 
Medicare and related health assistance plans. An indirect form of assistance 
is the enormous resources transferred to individuals via both capital and 
technical assistance to hospitals. The Hill-Burton Act helped build hundreds 
of rural hospitals and is examined as a study of how direct investment pays off 
(though rural hospitals gow face a different problem relating to Medicare 
payments). A related effort is housing construction for the elderly and 
handicapped. 

Rural Hospital Construction — Direct Institution Investment 

The Federal Government assists construction of rural hospitals, universities, 
and other facilities to serve local residents and provide services that would 
not be available because they are not economical or feasible for the private 
sector to build without assistance. 

The per capita cost of many public facilities in rural areas is much higher 
than in urban centers. Because of the small population base and the large 
distances between people, rural facilities ate generally small, limited in 
economies of scale, and meet different needs than their urban counterparts. 

The Hill-Burton Hospital Survey and Construction Act improved the supply and 
quality of general U.S. hospital beds. The Act also aimed to ensure a more 
equitable distribution of physicians throughout the country. During the years 
this program was funded, it was responsible for building hospitals throughout 
rural America, though any relation to the supply of physicians is uncertain. A 
recent study by Clark and others has shown that the Hill-Burton program had a 
significant redistributive impact on the supply of hospital beds from the most 
urbanized States to the most rural, but that a redistribution of physicians did 
not follow as a consequence (10) . 

The program ha9 now been terminated at a time when many of the smallest rural 
hospitals continue to have problems, especially involving upgrading and 
modernizing their facilities. Programs of hospital assistance have been shown 
to have been of value. 

Today the overall distribution of health funding is not fully redistributed. 
Reid and Whitehead show that in 1980 the U.S. Department of Health and Human 
Services spent 16.1 percent of its total health services budget in nonmetro 
counties, which had 28 percent of the population U8, p. 42). The same data 
show that only 5.9 percent of Department of Housing and Urban Development 
programs for hospitals and other health facilities was spent in nonmetro 
counties. Recent expenditures do not address the significant shortfall of 
rural communities. 
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Today, rural hospitals face another important organizational challenge. Due to 
the small scale of many rural hospitals, their specialized facilities are not 
efficiently and fully used, driving their costs above the maximum paid by 
Medicare. Since rural hospitals depend more on Medicare payments than do urban 
hospitals , their financial problems seem especially acute and require creative 
financial and management solutions. Staff levels at hospitals required to 
cover possible emergencies are often excessive for routine service, and 
facilities buch as delivery rooms are required to be used for births only, even 
though most routine births take place in an alternative birthing room even in 
rural communities. Adaptability in the regulatory structure and the payment 
schedules used by Medicare could be useful to rural hospital administration. 

Hospitals are not merely a health resource for rural areas. Every hospital 
provides a substantial knowledge infrastructure that directly affects rural 
communities. The doctors, nurses, accountants, and others who staff a rural 
hospital play an important part in their community. Often the hospital payroll 
is the largest single source of employment in small communities. Hospital 
employees take the leadership in community and civic affairs, assist in 
developing new ventures and opportunities for the community, and contribute 
disproportionately to the arts and cultural enrichment of the area. In essence 
these intellectual resources are a significant economic development base that 
can be further exploited for the benefit of the community. Some rural hospital 
administrations are starting to appreciate this fact, looking to better overall 
economic development as a strategy to improve their client base, and are 
successfully identifying roles that utilize their employee skills. 

Direct Loans for Elderly Housing 

Another illustration of an organizational delivery system is the Elderly or 
Handicapped Housing Program in the Department of Housing and Urban Development 
that provides direct loans to local organizations to build housing for the 
elderly and handicapped. Nationally, some 176,400 units have been constructed 
through 1984 with nearly $5.9 billion in loans. These units are found in both 
rural and urban counties, though in 1980 about 24 percent of the funds were 
spent in nonmetro counties, slightly l«ss than their 28 percent share of the 
total population. These programs have provided a significant resource for 
rural elderly. Moreover, the program is targeted to areas with high 
proportions of elderly who fall more than 50 percent below the median family 
income of the area; these individuals are also able to receive direct 
assistance in the form of housing subsidy payments under Section 8 of the 
Housing Assistance Payments Program (_7). 

Rural areas have difficulty using many of the facilities construction programs 
because of the lack of administrative capacity. In a study of the ability of 
rural areas to apply for community development block grants, Blakely and Zone 
showed that rural communities lacked the professional expertise needed to 
assemble competitive grant applications (3). 

A second issue involves rural areas' difficulty in using the facility 
construction or other infusion of capital into a rural institution to develop 
broader community goals. Too often these programs remain Isolated from 
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development objectives. In several cases, however, they are the center piece 
of area development. In a small Georgia community, an aggressive mayor 
received a great deal of national attention by getting several facilities 
grants and organizing an entire community development program around the 
resources that these grants provided. In another example, Soldiers Grove, Wi, 
used Federal assistance after a flood (which had been a recurring event every 
tew years) to rebuild the entire community on higher ground. These funds, as 
well as additional assistance from the U.S. Department of Energy and other 
sources enabled Soldiers Grove to become a modern "solar" community and to 
realize untapped potential. The potential for this type of program that meets 
general developmental needs In rural communities Is substantial, but In most 
cases the developmental leadership does not come from the people Involved. 

The Impact of Context and Coordinating Programs 

The third type of program with developmental consequences In rural areas 
Includes those providing linkage among organizations and general way to make 
Individual organizations and programs more effective. Included are programs to 
regulate public or quasi-public services. The best example of this type of 
effort Is Federal programs that alter private financial markets by guaranteeing 
and subsidizing loans and mortgages. Rural America Is a paradox In this 
regard. Rural Institutions, Including farm credit and a host of natural 
resource subsidies, cveate a highly regulated Institutional setting for the 
Nation's strongest Individualists. 

A second Illustration of the role of the Federal Go ernment in structuring 
rural markets is the recent change in the level of ^regulation- in selected 
Industries. With deregulation, rural communities gained certain flexibility 
and lost certain types of urban services. 

Rural Housing Market Programs 

Rural housing requires a different capital base than urban housing. In most 
States, the bulk of the mobile homes are In rural arebs; thus, programs 
guaranteeing their financing are especially important. The Federal insurance 
program for mobile homes Insures lenders against loss on loans for Improperly 
built and placed mobile homes. In 1984, this program Insured 23,000 units, 
bringing its cumulative tot*l to nearly 260,000 units with a cumulative value 
of almost $4 billion. This program mitigates the conservative tendency of 
rural banks not to loan money for mobile homes, a major housing alternative for 
rural residents. The Importance of this program is seen by its dominant use in 
rural areas~46 percent of the 1980 Federal funds were used in nonmetro areas. 

To better serve rural areas, HUD sets aside portions of its total housing 
assistance for rural communities, and has special programs for housing in 
outlying areas. Mortgage assistance for homes in outlying areas only covers 
79,000 home mortgages, but this program provides a useful resource 
for rural homeowners who cannot find assistance elsewhere. But these programs 
fail to resolve the major problem of rural housing finance: total housing 
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effort of HUD is strongly biased toward urban areas. Whereas 28 percent of the 
population live in nonmetro counties, only 14 percent of HUD funds for housing 
go to thesi counties. 



To some extent, this difference is made up by housing programs in the Farmers 
Home Administration. The most significant Farmers Home program is targeted to 
rural families. The program provides direct loans and loan guarantees to 
families that would not qualify under conventional lending practices. These 
loans are used to create farm communities, not merely housing units. Water and 
sewer programs are frequently developed with the Farmers Home Loan program, 
which helps build or rebuild a rural area into a more modern, liveable place. 

Self-help housing is a companion effort in tht community building arena. 
Federal Farmers Home loan and other programs have created an unusually 
responsive tool for rural development via self-help housing. 

Housing illustrates the plethora of government initiatives that build local 
institutional potential or create a new policy framework for rural institutions 
by removing impediments in the existing organizational infrastructure. In a 
detailed review of the housing problems faced by the rural eldarly, Nathanson 
showed that financing was restricted by limited financial capacity of rural 
banks , lack of sponsorship for public housing construction, and limited 
governmental capacity to process applications (14) . In other words, the rural 
institutional structure was not capable of passing on the benefits that rural 
residents needed and wanted. Therefore, the development of Federal tools to 
overcome the weak institutional base of rural areas is significant for \ »*» 
development. 

While declining levels of resources have been devoted to existing programs, 
they remain important. Rural housing and related programs improve rural 
quality of life, and existing support services encourage experimentation to 
meet rural needs. Changes in the definition of appropriate patterns of rural 
electrification* water and sewer system design (e.g., modular units), and 
administrative oversight have all significantly affected development. 

Deregulation and Regulatory Impact 

The major industrial deregulations implemented in the 1980's have altered the 
delivery of services to rural areas. This is an important issue since the 
connections between rural areas and urban centers depend on reliable and 
low-cost transportation and communications. I.* the past this was guaranteed by 
a series of ctoss subsidies that provided rural areas service at less than full 
cost or via direct government subsidy. 

The removal of these barriers is still new. From early evidence > however, most 
rural areas remain essentially in the same competitive position as before 
deregulation. While we do not have all the needed data, a review of the 
overall impact of deregulation on rural areas suggests that deregulation has 
not been the major crisis for rural communities that some feared ♦ though 
structured responses are often necessary to overcome remaining rural 
disadvantages • 
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Airlines . Airlines have been required to serve small and rural airports, even 
though the volume of customers was not sufficient to justify the service. In 
some of the least profitable cases, airlines serving rural airports were 
subsidized by the Federal Government. With deregulation, the subsidies were 
reduced, small carriers were sought to replace major airlines serving small 
communities, and many rural areas became self-sufficient. The "results of the 
series of programs that deregulated rural airports *ave generally been 
favorable, according to a recent study by Murphy and Watklns (13). They 
suggest that airline deregulation has had a positive benefit on all cities, but 
especially on major urban hubs. Flight frequency has Increased, prices have 
dropped In real dollars adjusted for Inflation, and traffic for all markets has 
Increased. Rural routes, are served by about 10 percent more flights In 1986 
than In 1978, but the aircraft are more often small commuter airplanes rather 
than jets and have smaller seating capacity. 

The new airlines serving rural areas are more often commuter airlines rather 
than the majors, and their level of connecting service with the majors has 
often been lacking. Real prices for rural air travel have dropped, but not by 
as much as faree at the larger airport hubs where Increased competition h*s 
provided a variety of discount options. In terms of total dollars per mile 
received from all types of tickets, fares from major hub to major hub have 
decreased by 17.4 percent since 1979; fares Involving nonhub airports have 
decreased between 6 to 9 percent, depending on the route. In sum, airlines 
deregulation has restructured airline service to rural communities, but they 
remain served (and slightly disadvantaged). 

T rucking . Trucking deregulation has followed a similar pattern. With the 
reduction of requirements for trucking companies ti serve rural communities, 
many major companies pulled ut. But according to a study by Pus t ay, trucking 
service to rural communities has Improved since deregulation in 1980, and 
fears of rural abandonment have been set aside (16). Pustay's data, drawn from 
a sample of communities in eight States, showed that these communities are now 
served by more trucking companies than before. In Wisconsin, for example, the 
number of Interstate carriers per rural community before deregulation averaged 
2.3; this increased to 7.0 In 1984. The number in Maine Increased from 5.4 to 
6*2 during the same period. Intrastate trucking also Increased service to 
rural communities, but not by as much. Most of the communities In the study 
were served by one or two intrastate carriers in 1984, although some States 
that did not reform their trucking regulations showed actual declines in 
Intrastate service. While reports suggest that shippers and trucking companies 
are satisfied with service in rural areas, data on prices paid are not 
available. 

Banking . The effect of banking deregulation remains unclear since the entire 
financial Industry remains in a cloud. Our Information to date Is 
contradictory. At the macro-level more capital appears freed up in the 
Interstate banking systems to flow to rural areas. However, at the micro-level 
farmers are now in competition with more lucrative, faster return Investments 
for financing. Moreover, just as inner city branches disappear, the 
full-service elements of rural banks disappear and move to urban centers. 
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These changes have varied from State to State, depending In part on the State 
definition of the structure of the banking Industry and In part on the speed 
with which the rural banks made changes. The removal of rural banks has 
clearly reduced rural resident convenience, but perhaps has a greater Impact In 
terms of reducing the availability of bankers skilled In helping businesses 
package loans, prepare business plan documentation, and the like. On the other 
hand, where economic development services are available, the consolidated 
banking system provides greater access to less common financial Instruments, 
and greater levels of service. 

Bus and Rail Services * The major area In which service declined markedly, 
leaving an unfilled void, Is bus service to small rural communities. Major 
Interstate bus lines have largely abandoned the smallest communities, bypassing 
them or limiting service to one or two busses a day. Up to now few commercial 
carriers have entered the general scheduled bus transportation market, though a 
number of specialised carriers now provide service to urban hub airports, for 
example, or to bring tourists and recreation participants In to particular 
events. The Intercity transportation gap has had to be filled by rural public 
transportation Services, but these services often do not exist, or funds for 
their activities would have to be diverted from other programs (Including road 
repair) that have greater public use and support (£, 15). 

Telephone and Telecommunications . Telephone deregulation remains an area of 
confusion and contention. The cost of telephone lines per customer In rural 
areas Is much higher than :.n urban areas, and until now the rural customer has 
been buffered from paying the full costs of service* It Is not known how 
telephone deregulation will affect these rural customers, but there remains a 
great deal of pressure to greatly Increase rural charges, If not for continuing 
service, at least for hookups. 

Policy Implications of Regulations 

Despite the absence of clear evidence that rural areas have been disadvantaged 
by deregulation, the Issue fs nonetheless an appropriate subject for concern. 
The effect of regulatory patterns on the availability of rural services needs 
continued tracking. However, because there Is no systematic rural data 
collection on policy impacts, they are largely a matter for conjecture and It 
Is too early to draw definitive conclusions. It should be noted, though, that 
even a slight alteration In the quality of these services can have consequences 
for rural areas that are magnified in relation to their effects In urban areas. 
Because the regulatory climate has made up a part of the platform for 
development that supported the rural population turnaround of the 1970*8, It is 
Important to weigh carefully the effects of that removing It might have on 
rural business conditions. 

Implications for Rural Development Policy 

As agricultural and natural resource-supporting policies decline In Importance 
in rural communities, the relative Impact of other Federal policies on rural 
areas will Increase* The Federal Government has provided both a safety net and 
a development platform for rural areas. The oafety net has been formed by 
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spatially neutral programs that assist Individuals. The development platform 
has been created by the array of programs and policies designed to create 
greater institutional presence or capacity In rural areas, ranging from 
hospitals to regulation of Individual Industries. This review of the range of 
policies assistance to shaping rural communities suggests that the rural 
environment poses both challenges and opportunities for using these programs to 
achieve effective development. This raises a number of critical Issues. 

Declining Support for Planning, Technical Assistance and Capacity Building 

The overall trend In governmental funding Is away from long-term commitments to 
building an Internal or Institutional resource base for rural areas. Rural 
communities find that while coordination, planning, and Institutional 
development have a particularly Important contribution to make, they arc more 
costly and difficult In rural than In urban areas. Because their costs are 
higher per capita for these activities, small communities usually have fewer 
coordinating mechanisms In place and rely on Informal cooperation among 
officials who know each other. The absence of an adequate Institutional 
capacity makes It more difficult for rural communities to determine their own 
goals and objectives In face of outside pressures, and they are often unable to 
convert opportunities Into explicit development plans. 

Need for Greater Federal Coordination and Administration 

While rural areas have received many benefits from government programs, even 
more developmental payoff could have been obtained. Hospitals can be centers 
for rural economic development or used for expanding programs of post 
secondary education. Similarly, better use of housing and technical assistance 
programs could lead to community development that Increases the administrative 
and long-term developmental potential of many communities. A more enlightened 
program administration that recognizes these multiple uses of government 
programs could, through appropriate coordination, help achieve them. 

Nondevelopment Programs as Instruments for Development 

It is often hard to Identify the developmental Impacts of nondevelopmental 
programs, and these Impacts should not be taken for granted. Local 
policymakers and officials need to be attentive to ways to increase the 
developmental Impact of various programs, and to increase the long-term 
benefits of these programs for their communities. 

Better Monitoring Capacity 

The effect of nondevelopmental programs in rural areas has largely escaped 
Identification and measurement. In terms of program justifications, the 
developmental consequences of these programs are often not Included, such as 
for some expenditures for capital facilities such as parks or hospitals. Cost 
benefit analyses do not take these factors into account. 
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Table 1 — Per capita Federal expenditures In metro and nonmetro counties, fiscal 
year 1985 





All 


Metro 


Nonmetro 


Function 


Counties 


Counties 


Counties 


All Functions 


$3,022 


$3,192 


$2,478 


Airrl Pill t"iirp & Nafural Doflrtnrraa 


47 


£ 1 




Community Resources 


116 


117 


113 


Defense & Space 


842 


1,011 


303 


Human Resources 


27 


26 


31 


Income Security 


1,545 


1,516 


1,637 


National Functions 


444 


502 


258 



Note: The data In this table refer only to the 93 percent of Federal 
expenditures that could be traced to county levels. 

Federal obligations for other programs such as direct or guaranteed loans, and 
Interest on the national debt, are excluded. 

Detail may not add to totals due to rounding. 

Source: Government and Development Policy Section, Economic Research Service, 
U.S. Department of Agriculture. 
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CHAPTER 12 



AGRICULTURAL PROGRAMS: THEIR CONTRIBUTION 
TO RURAL DEVELOPMENT AND ECONOMIC WELL-BEING 



David H. Harrington 

Abstract * Agricultural commodity programs are neither well-targeted to 
farms with financial stress nor to farm families with low incomes. 
However, changing these programs can have severe impacts on farm families 
and rural economies because they constitute very high proportions of both 
the gross and net cash receipts for the commodities to which they apply. 
The magnitude and incidence of farm program expenditures, the linkages 
between the farm sector and the rest of the economy, and the degree of 
dependence of local economies on the farm sector are analyzed to assess 
the effects of changes in agricultural sector programs on rural economic 
well-being. 

Agricultural sector policies, largely farm commodity programs, have evolved 
over at least 50 years with the goal of improving the economic well-being of 
farm families. Concerns about recent growth of farm program expenditures and 
continuing farm financial stress have led to questions about the effectiveness 
of such programs in improving the well-being of farm fam lies and, more 
generally, their effectiveness in addressing rural development and rural 
well-being objectives. 

The four chapters following this chapter address th$ effectiveness of 
alternative, non-agricultural programs in attaining rural development and 
well-being objectives; thus, this chapter will concentrate on agricultural 
sector policies. The effectiveness of these policies in improving rural 
economic well-being depends upon several factors which form the focus of the 
discussion: 

o The magnitude of income transfers to farmers, including 
the distribution of benefits by type and size of farm. 

o Vhe linkages between the farm sector and the "upstream" 
and **xlownstream M sectors serving the farm sector. 

o The degree of dependence of the local economy on the farm 
sector and agriculturally linked sectors. 



David Harrington is an agricultural economist with the Agriculture and Rural 
Economy Division, ERS. 
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A fourth section of this chapter describes effects of other nonsupport 
agricultural policies, such as research, technological development, and 
extension programs, on the farm sector and the general economy. A final 
section describes implications of program changes on rural economies. 

Agricultural Sector Programs 



Agricultural commodity programs were first enacted at the beginning of the 
Great Depression. Their goals were to improve the economic well-being of farm 
families, who then made up 25 percent of the national population. By improving 
the economic well-being of farm families, all rural residents and a large share 
of the total population could be made better off. Commodity price support 
programs were thought most effective because they raised farm prices and 
incomes through sales of farm products and were seen as ways of assisting the 
market to vork better. Farm production of supported commodities was widely 
dispersed throughout the country, and most farms were family-sized units with 
few very large farms. Thus, the commodity programs were initially very 
effective in raising farm and rural Incomes. 

The programs evolved new provisions to deal with problems that surfaced over 
the years in the commodity support programs. As profitability of supported 
crops increased, farmers produced more than the market would absorb at the 
supported prices and costly commodity surpluses developed. Government costs of 
purchasing, storing, and disposing of surplus commodities increased and supply 
management provisions, usually in the form of mandatory acreage or marketing 
quotas, were used to control government costs. Later direct payments to 
farmers were used to allow commodity prices to fall to levels where they could 
compete in international trade, while keeping farm prices at target levels. 
At this time, voluntary acreage reduction programs replaced mandatory controls. 
Still later, the size of direct payments to some large producers became a 
concern and payment limitations were instituted. Most recently, marketing 
loans, payment-in-kind (PIK), and payments in generic commodity certificates 
have been instituted in attempts to further control production and marKeting 
while controlling government costs. 

During the half century of farm programs, the farm population has declined to 
less than 5 percent of the national population. Employment in production 
agriculture on farms and in the agricultural service sector has declined 
nationally to 4 percent, and is only 13 percent in nonmetropolitan areas. 
Farms have become more heterogeneous, with large numbers of small, pa*.t-time 
farms that produce a small proportion of total output, and a small but growing 
number of very large farms that account for very high proportions of farm 
production. 

Types of Programs 

The effectiveness of farm programs in serving rural development and economic 
well-being objectives has declined. Moreover, aa farms and farm programs 
evolved, the farm programs themselves have become extremely complex (the Food 
Security Act of 1985 weighed over 13 pounds in the draft approved by the 
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Conference Committee). The extent of this complexity can be better appreciated 
from the following description of types of programs and commodities to which 
they apply. 

Traditional Commodity Programs . The traditional and familiar commodity price 
support programs support prices directly through loan and storage programs 
operated by the Commodity Credit Corporation (CCC). These programs set floor 
prices by lending producers a specified "loan rate" per bushel, pound, or 
hundredweight and accepting the product in repayment if market prices should 
fall below the loan rate. The CCC then holds the product off the market for 
future sale or donation. Traditional commodity programs also si.port the 
effective price received by farmers (the target price) by making direct 
deficiency payments to producers if the season average market price of a 
commodity falls short of the target price. A further provision of commodity 
programs is called the marketing loan, in which the producer is lent an amount 
equal to the loan rate, but has to repay only an amount equal to the market 
price. This provides effective price support to the producer without lalslng 
market prices to consumers or foreign competitors. Marketing loans are 
currently used for only rice and cotton. PIK provisions and payments in 
generic commodity certificates (each allowing the recipient to claim commodi- 
ties owned or under loan by the CCC as part of their government payments) have 
recently been used to limit accumulation of surplus CCC stocks. 

Commodities covered by the traditional programs Include feed grains, wheat, 
rice, cotton, sugar, dairy products, and miscellaneous products such as 
tobacco, peanuts, honey, and wool (table 1 — see tables at end of chapter). 
Direct support of market prices through purchases of product are used for 
dairy products and honey. Production and marketing quotas are used for 
tobacco and peanuts. 

Supply Management . Supply management provisions are used with each of the 
commodity programs to limit government costs or to Increase prices by 
controlling market supplies. Supply management programs are usually acreage 
reduction or paid land diversion programs which limit the acreage that can be 
planted to the program crops. Other forms of supply management Include 
production or marketing quotas. Voluntary supply management programs are 
generally used to limit government costs: a producer who does not comply with 
the supply management provisions is ineligible to receive direct payments or 
loans. Mandatory production or marketing quotas are usually used where the 
objective is to raise market prices; they apply to all producers of the 
commodity. Production control programs such as the dairy herd buy out program 
are also used to limit supplies and government costs. 

Conservation and Cross Compliance . The Food Security Act of 1985 includes 
provisions for paying farmers to place up to 45 million acres of highly 
erodlble land into a conservation reserve for 10 years. Since most of this 
land is currently . sed to produce program commodities, the reserve helps 
control production of surplus crops. Other conservation provisions for 
limiting production of program commodities Include the "sodbuster" and 
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swampbuster" provisions making farmers ineligible for program benefits on 
all their operations if they have taken land out of sod or reclaimed wetlands 
for cropland in 1986 or after. The justification for all of these program 
provisions is conservation of land and water resources, but they contribute 
significantly to the supply control objectives of commodity programs. 

Export Enhancement and Import Controls . Almost all domestic support and supply 
control programs need import control provisions to keep imported commodities 
from substituting for domestically produced commodities. Such substitutions 
can increase government costs as more domestic production must be purchased by 
government. Domestically produced commodities such as dairy products, grains, 
sugar, and beef are subject to import restrictions or quotas. Import quotas on 
sugar raise raw sugar prices by nearly 75 percent, until recent years the 
largest increase in producer prices for any U. S. farm- commodity. Import 
restrictions raise consumer prices and lower government program costs. But, 
they invite similar restrictions by importing countries. In a similar manner, 
export enhancement programs such as P.L. 480 (food aid programs, which also 
have a humanitarian component), export PIK programs, and special credit 
programs attempt to increase export demand for U.S. commodities in order to 
raise producer prices or limit government costs. These programs also invite 
retaliation by competing exporting countries. 

Orderly Marketing. Orderly marketing is a term used for a collection of 
product market stabilization programs such as marketing orders and classified 
pricing programs. Some of these marketing orders manage supplies coming to 
market throughout the season, and direct some product to export, storage, or 
processing in order to raise and stabilize market prices. Others use 
classified pricing to increase farm revenue by charging higher prices for 
supplies going to premium uses and lower prices for the balance of the product 
going to lower quality uses. Classified pricing in dairy products is 
implemented by higher prices for milk for fluid uses and lower prices for milk 
for manufacturing uses, such as butter, cheese, and ice cream. Marketing 
orders are generally rsed for perishable agricultural commodities such as 
fruits, vegetables, and dairy products. They stabilize, and may raise, 
producer incomes. Their effects on consumers are to stabilize prices, increase 
the availability of consumer products in off-seasons and in processed forms, 
and perhaps Increase the cost of some products. ' 

Financial Programs. Agricultural financial programs (1) provide subsidized 
credit to farm operators who have been refused commercial credit, (2) maintain 
preferential status for the borrower-owned Farm Credit System (which lowers the 
cost of providing credit to farmers), and (3) provide Federal crop insurance, 
disaster payments, and emergency lending. These programs increase farm 
ownership capital and operating capital of the sector and lessen the financial 
risks of farming. Income stabilization funds are not currently used in the 
United States, but are used by some competing countries. The Canadian Western 
Grains Stabilization Act is one example. It collects annual premiums and pays 
indemnities if the annual aggregate revenue from the seven grains to which it 
applies falls below a threshold level. 
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Magnitudes of Programs 



Outlays to farmers from these programs are shown In tables 2 and 3. Direct 
payments, net CCC loans, dairy product support purchases, and conservation and 
miscellaneous programs are Included In total annual government program outlays. 
These outlays have risen since 1981. In 1985 and 1986, outlays to farmers 
under these programs were a record $21.5 billion, up from $6.8 billion In 1981. 
Forecasts for 1987 are for further Increases In direct commodity payments to 
$13.8 billion, but declining CCC loans and dairy support purchases. 
Conservation payments will Increase more than fourfold. Total outlays to 
farmers In 1987 are forecast to decline somewhat to $18.6 billion. 

Government outlays to farmers provide the best measure of transfer payments to 
producers even though CCC loans may be recoverable at future dates If market 
prices Improve and even though the loans may not be precisely accountable to a 
single year. The best measure of effective support to a particular commodity 
is the level of government outlays relative to farm cash receipts from 
marketing of the supported commodity. Rice has recently surpassed sugar to be 
the most heavily supported commodity with direct government outlays exceeding 
farm cash receipts since 1985. Payments In 1987 to rice producers are forecast 
to be 156 percent of cash receipts from rice marketings. Cotton and wheat are 
the next most subsidised crops, with direct government outlays accounting for 
over 50 percent of cash receipts. Feed grains also have been subsidized by 
more than one-third of market receipts since 1985. Dairy support payments 
..peaked at nearly 14 percent of market receipts In 1986 before declining to the 
8.1 percent forecast for 1987. 

Distribution of Benefits 

Farmer benefits of commodity programs are best measured by direct government 
payments, excluding CCC loans, because CCC loan expenditures are not net 
additions to the market price that would prevail In their absence. Direct 
government payments from commodity, conservation, and storage programs are paid 
on the basis of volume of production of the target commodities. Thus cash 
grain farms received almost two-thirds of the payments (table 4). Furthermore, 
farms with sales of over $100,000 per year garner almost 75 percent of all 
direct payments, with average payments per participating farm that range from 
$14,000-$49,00Q. Smaller farms have steadily smaller average payments per 
farm, declining to $880 for farms with sales of less than $10,000. These 
payments range from a high of 9.4 percent of gross farm Income for cash grain 
and cotton and tobacco farms to a low of 0.1 percent for poultry farms. Note 
that dairy price support expenditures and Import quota benefits to sugar 
producers are accounted for as Increases In prices received by farmers, rather 
than direct payments; thus, they are excluded from this analysis. 

The Initial effect of changing the level of these direct payments can be gauged 
by observing that direct payments account for over 118 percent of the average 
net cash operating margins of all farm*, and are double to triple the average 
net cash operating margins of cotton-tobacco farms and miscellaneous crop 
farms. The net cash operating margins of these farms would be strongly 
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negative, on average, if programs were suspended or severely reduced. 
Participating commercial ^ize farms, with rales of over $40,000, depend on 
direct government payments for from 25 to 88 percent of their net cash 
operating margins, with the largest farms being least dependent on direct 
government payments. 

Farm commodity program expenditures are only coincident ally targeted to farms 

I Ji? stress. Only 22 percent of all government commodity support 

and CCC outlays go to farms that are in the high stress categories of moderate 
to high debt and negative cash flow (table 5). If farms with high debt and 
positive cash flow are added in, then 57 percent of expenditures go to stressed 
or potentially stressed farmers. Farms with current or potential financial 
stress account for 31 percent of all farms. Average payments per farm are 
highest for the high debt, positive cash flow farms and smallest for the low 
debt farms with either positive or negative cash flow, while the distribution 
of expenditures somewhat reflects the distribution of financial stress, the 
correlation is not high. More important, the government payments and CCC loans 
equal or exceed the average net cash operating margin of all farms except those 
that are least stressed. This implies that suspension or deep cuts in the 
programs would cause most farms to have negative net cash operating margins. 
For farm stress classes IV to VI, any cut in commodity program payments would 
make already negative net cash operating margins much worse. 

Agricultural Programs Summary 

Farm commodity programs, because they confer benefits bated on the volume 
of production of six major supported commodities, are not well-targeted to 
either farms with financial stress or farm families* with low* incomes. 
However, changing the provisions of these programs can severely affect gross 
and net farm income because they represent very large transfer payments 
currently totaling from 43-156 percent of market receipts for the supported 
commodities. Major reductions in farm commodity support payments could cause 
many types and sizes of farms to have negative net cash operating margins and 
would heighten farm financial stress. Farms producing rice would be most 
severely affected because gove.nment outlays for support of these commodities 
exceed market receipts for them. Wheat and cotton are also heavily supported, 
with support payments totaling over 50 percent of cash receipts from marketings 
since I70 j • 



Sectors Linked to Agriculture 

The economic linkages of the agricultural sector also determine how agricul- 
cultural policy affects the rural economy. The farm sector is linked to the 
larger economy in a network of input purchases and product sales. Farms 
buy input? such as equipment, supplies, feed, seed, fertilizer, labor, 
and financing from "upstream" sectors. In turn, farms sell products to 
downstream" sectors that store, process, transport, manufacture, distribute, 
retail, consume, or export the products. For some commodities, like cotton, 
these chains are very long. Cotton may be ginned, spun into yarn, woven into 
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fabric, manufactured Into garments, and sold In retail stores. For grain 
destined for storage or export, however, the chains can be short, ending with 
transport to a central terminal or port* This section on economic linkages 
is based on a recent report by Harrington, Schluter, and O'Brien (2). 1/ 

Agriculture Is only one segment, not the driving force, In this network of 
Industries. The agricultural sector can purchase Inputs and sell Its own 
products only because there Is a demand for the final products to be made from 
t'tem. The farm sector cannnot unilaterally increase Its output and expect to 
proportionally Increase activity In the rest of the economy. This could occur 
only If agriculture were the only factor limiting the output of the economy. 
This situation has seldom, If ever, been true; agricultural production has 
generally been In surplus. Since che excess Is normally stored by farmers or 
the government, farm production can usually be cut, within limits, without 
proportionally reducing downstream activity. 

In addition, the linkages are driven mostly by the volume of output from 
agriculture, not the value. Changing agricultural commodity prices without 
changing volume produced and sold would not directly affect either output or 
employment In the rest of the economy. 

Changes In the structure of US. agriculture over the last two decades have 
strengthened the ties between farming and the general economy. For example, 
purchased Input * Increased from $51 billion In the early 1960 f s to $81 billion 
(In constant 1982 dollars) In the early 1980*8. Also, far more value Is now 
being added to agricultural products after they leave the farm. The value 
added In downstream Industries rose to $440 billion (In constant 1982 dollars) 
In the early 1980 v s from $235 billion In the early 1960*8. 

Measures of Linkages 

Linkages of the food and fiber system to the larger economy are shown In figure 
1 (see figures at end of chapter). The $648 billion In final consumer, export, 
and stock demand for farm products reported In 1984 was made up of $518 billion 
In downstream activities, $66 billion In onfarm activities , and $65 billion In 
upstream activities. 

The common statement that agriculture accounts for 18 percent of the U.S. gross 
national product (GNP) refers to the entire complex of agribusiness activities 
from the beginning to the end of the stream. Farming alone accounts for 2 
percent of tot~l GNP i while upstream activities account for another 2 percent 
and downstream activities for 14 percent. 

These linkages can be described In employment terms. The 21 million jobs 
Involved In meeting consumer and export demand and storing surplus farm 
products In 1984 were comprised of 16.3 million jobs downstream, 2.7 million 
jobs on. the farm, and 2 million upstream. 

77 Underscored numbers In parentheses refer to sources listed In References 
section at the end of the chapter. 



Effects of Policy Changes 



How an economic shock or policy change In agriculture reverberates throughout 
the economy depends on several factors: «-»rou 8 nout 

o Strength of the linkage. 

o Size of the economic shock or policy change. 

o Dependence of local economies on the farm sector and farm-related 
industries • 

i! a ;,° rde I f WhlCh dlfferent P« t8 of the total agricultural sector 

afflct^nJv stor . y H an f eC ° n0nlC 8h ° Ck " P ° Ucy chan « e « changes would 

If fill f Z 1% & 7 erS ° r 8° vernaent - Large changes would start to 

affect farm production and Input use. Still larger changes would affect 
exports of farm products. But, very large changes would be required to affect 
domestic processing, distribution, and consumption of fa'rm products! 

oi!li« ly ' JFi 1 Chang68 nl ? ht **** llttle effect on l«FttB Prices, but larger 
changes would have progressively larger effects as more prlce-responslve parts 
of the food and agricultural system were affected. A change or sEock l.r£ 
enough to substantially raise farm prices would be felt all the Ty to Xf 

tXll J?A C t <"* f n T Ptl0n 6nd ° f the a 8 rl "ltural complek and food 
prices would be Increased substantially. 

Illustrative Farm Production Effects 

A look at two generic policy alternatives shows how these linkages affect the 
total economy These alternatives are similar to alternatives that have been 
recently considered In agricultural policy. The first is simile- o the 
%SiH , legl8l fJ on eobodl ed in ;he Pood Security Act of 1985. .he second Is 
similar to mandatory production control programs that would be needed to 
support high farm prices and rapid reductions of surplus stocks at the same 

1. The first alternative Is a small annual acreage reduction program 
designed to limit accumulation of excess stocks by government! The 
program leaves long run farm prices essentially unaltered. 

2. The second alternative Is a large permanent acreage reduction program 
designed to significantly raise farm commodity prices. 

In alternative 1, a reduction of 30 million acres, about 10 to 15 percent of 
the total program acreage, would be roughly equal to the average of the 
programs In effect over the last two decades. Most of the acreage reduction 
would come from wheat and feed grain area cuts, with smaller cut! In cotton and 
rice. Tula voluntary reduction Is assumed to be Implemented only to minimize 
excess production that would otherwise end up as government surplus. Ta 
In shocks ° n 1 demand f ° r far ° P roduct8 i8 lifted to changes 
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With no changes in consumer or export demand, overall economywide effects 
are relatively small and fail mostly on the farming and input industries, 
A 30-million-acre reduction would reduce final stock demand $9 billion, onfarm 
activities $5 billion, input industry activity $3 billion, and downstream 
activities $1 billion (fig. 2). The employment effects of the program would 
be largely limited to the same industries, affecting 315,000 Jobs in farming, 
162,000 in input industries, and very few Jobs downstream. 

Alternative 2 requires a J 25-million-acre reduction program and is aimed at 
balancing supply and use at significantly higher commodity prices about 80 
percent of parity (a measure of the purchasing power of farm commodities 
relative to an historic base period). The effects of alternative 2 would be 
substantially larger. It would require idling roughly 50 percent of the 
program acreage base and raising farm prices 30-40 percent above 1985/86. 

The full range of economic linkages would be affected in this situation 
(fig. 3). A rise of 30-40 percent in farm prices would raise consumer food 
prices a somewhat smaller amount— 20 to 30 percent. Consumers, over time, 
would adjust their food purchases by buying fewer high-value products such 
as red meats, dairy products, and highly processed food, and substituting 
lower value products such as vegetables, potatoes, and grains. Because 
of these food substitutions, total consumer food expenditures would not 
Increase as much as the increase in prices, and the result would be a 
10-percent decline in the value-weighted volume of food consumption. If 
exports were not subsidised, then export demand could drop by more than 
50 percent in response to the Increase in farm prices, and stocks would be 
reduced to current needs, essentially eliminating the excess stock demand. 

As a result of the drastically reduced volume moving through the system, 
downstream activity would drop by $35 billion, onfarm activity by $18 billion, 
and input industry activity by $12 billion (fig. 3). Corresponding employ- 
ment effects would be the redirection of 1.1 million jobs in processing and 
marketing, 660,000 Jobs on farms, and 415,000 Jobs in inputs industries for 
a total of nearly 2.1 million Jobs that would no longer be needed in the 
agricultural sector. More than half of the employment changes would occur in 
metropolitan areas because these linked industries are distributed through 
urban as well as rural America. 

Linkages Summary 

The effects of agricultural programs are not limited to the farm sector, but 
also affect upstream and downstream sectors that are linked to agriculture by 
supplying its Inputs and handling its products. The downstream linkages of 
farm production are very important, accounting for 14 percent of GNP and 
employment, while the farm sector acounts for only 2 percent, and inputs 
another 2 percent. 

While these linkage measures are subject to some practical limitations, they 
support several conclusions: 

o Economywide effects of large acreage reduction programs on GNP and 
employment can, under some circumstances, overshadow their effects 
on the farm economy. 
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o Small, annual farm programs, set up as temporary measures to limit 
government accumulation of stocks, tend to have little employment anJ 
Income effects on the rest of ti:«» economy. 

o But, large farm programs viewed as permanent measures to significantly 
raise farm prices affect the entire economy by causing cutbacks In 
Industries linked to farm production. 

o Not all of the i.onfarm effects occur In farm or rural areas. More than 
half of the linked Industry activity Is located In metropolitan areas. 

Economic Dependence on Agriculture 

The third factor affecting the role of agricultural policy In rural economic 
development Is the dependence of local and regional economies on agriculture. 
This section discusser the dependence of county-level economies on farming and 
on production of export crops. Regional dependence on agriculturally linked 
Industries was discussed In Chapter 4. 

Farm-Dependent Counties 

Farm-dependent counties Identified by ERS research (3) Include 702 counties 
concentrated largely In the Great Plains and western Corn Belt, with lesser 
concentrations In the Delta and Southeast (fig. 4). Farm-dependent counties 
are defined here as having more than 20 percent of their labor and proprietors' 
Incomes derived from farming In 1975-79. In 1950, there were over 2,000 
farm-dependent counties by the same definition. Thus, an Industrial' 
tranformatlon has taken place In rural America. Farming remains a dominant 
source of economic activity In fewer than one-third of all rural counties. 

Farm-dependent counties tend to have lower populat on density due to 
concentrations of large, extensive farms that use large machinery, large 
acreages, and relatively little labor. Their population grew at less than 
one-thlid of the rate of all nonmetro counties during the 1970's and, in some 
cases, has recently begun to decline. 

Farm-dependent counties are much more dependent on agricultural support 
programs than other rural counties. Per capita Federal outlays for agricul- 
ture were nearly seven times larger In farm-dependent counties than In other 
rural counties. In 1980. This gap has widened considerably as the level and 
Importance of government programs has Increased In the 1980's. Farmers 
are not the only ones affected by agricultural policies In these counties; 
upstream and downstream sectors as well are critically dependent on the 
economic health and level of output of the farm sector. Changes In govern- 
ment programs have manifold effects In these counties because of their 
dependence on farm production levels and net Income levels. 
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Agricultural Export-Dependent Counties 



Another way to gauge economic dependence on agricultural programs Is by their 
dependence on export commodities (all of which have large government program 
expenditures). Export-dependent counties are defined as those having 50 
percent or more of their farm sal£<* In 1982 from export-oriented crops: corn, 
soybeans, wheat, cotton, and rice (4). There are 419 such counties, 173 of 
which are also classified as farm-dependent (fig. 4). These are concentrated 
in the Corn Belt and Delta States with lesser concentrations in the 
Great Plains and Southeast. 

Because export markets flourished in the 1970 ? s but declined over 30 percent in 
the 1980 f s, these counties have suffered the largest declines in real estate 
values since 1981 (but they also enjoyed the largest Increase in land values in 
the 1970 f s). Land values* in most such counties have declined by more than 30 
percent, and some by as^much as 70 percent. With the decline in export markets 
end the resulting expansion of government commodity program payments, these 
counties have become the most heavily dependent on agricultural program 
expenditures and are thus most vulnerable to changes in them. The Delta region 
is the most dependent on export commodities, with over 52 percent of farm sales 
of all nonmetro counties accounted for by export crops. 

The farms and local economies where the dependence on government programs and 
the effects of changes in them would be most severe are the 173 counties that 
are both farm-dtpendent and export crop-dependent. These counties are spread 
throughout the central Corn Belt, the Delta, and along the Canadian border 
of the Great Plains. In these counties, farmers lack nonfarm employment 
opportunities to supplement or replace their farm Incomes if they fail finan- 
cially. The economies themselves are highly dependent on the fortunes of 
the farm economy. These counties are most dependent on continuation of 
government commodity programs. They have suffered the severest land value 
declines in the 1980 f s and would suffer further declines if commodity programs 
were severely cut. 

Farm-Export Dependence Summary 

Much of the financial and economic stress that has characterized farms and 
rural areas in the 1980 f s can be traced to volatility of export markets. 
These markets had been expanding rapidly in the 1970 f s and abruptly started 
contracting in the 1980 f s, causing income and net worth losses to farmers. 
The export oriented commodities — corn, soybeans, wheat, rice, and cotton — also 
have very large commodity programs. Thus, expansion of government support 
payments in the 1980 f s largely offset the declines in income in these areas. 
Farms in a band that encompasses the Mississippi Delta, the central Corn Belt, 
and the Canadian border of the Great Plains are most dependent on export 
commodities. 

In addition, much of the economic hardship of local economies can be traced 
to their dependence on farming. Farm-dependent counties form a band that 
encompasses the Great Plaits and the western Corn Belt. Minor concentrations 
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of farm-dependent counties are in the Delta and the Southeast. In these 
counties, agricultural incomes and financial conditions have the largest 
effects on the local communities. Farm financial scress has also been high 
in many of these areas. Off-fairm employment opportunities for farmers who 
fail or need off-farm income sources to supplement farm incomes are scarce 
to nonexistent. * 



Effects of Other Agricultural Sector Poticiefr 

Agricultural policies discussed thus far have been price or income support 
policies. There are also development policies such as research, techno- 
logical development, and extension or technological adoption programs. These 
programs generally have been justified on the.baais of assisting farmers or 
the sector to develop or to adjust to changing economic conditions. 

Many technological advances and extension programs have reduced the drudgery 
and low level of living once characterizing farming. However, because agri- 
cultural sector productivity growth from technological advances has outstripped 
growth of markets over most of this century, the overall result has been a 
lowering of the real cost of food to consumers and a decline in the total 
resource base— land and human resources—necessary to produce the amount of 
agricultural commodities the markets can absorb. Thus, there has been chronic 
excess capacity and exit of human resources from farming over most of this 
century except for abnormal periods such as before and during World War I, 
during World War II, and in the 1970 f s. 

These changes are an expected part of technological advance, especially for 
the agricultural sector. Most benefits frgm research and extension accrue to 
consumers of agricultural commodities in the long run. Farmers who adopt a 
new technology early obtain some temporary improvement in their incomes. But, 
as more farmers adopt a technological advance, the total supply of product 
increases faster than demand, and prices and margins for all producers are 
squeezed. Demand is inelastic for most farm commodities. That is, as supplies 
increase, prices paid by consumers decrease more than proportionally, thus 
reducing the revenue of farmers but benefiting consumers with more product at 
less total cost. Early adopting farmers can capture the benefits of a techno- 
logical advance only until most farmers have been forced to adopt the new 
technology because of the lower prices and margins it causes. Some regions or 
sizes or types of farms that cannot utilize the new technology as effectively 
as their competitors may be permanently disadvantaged. This was the fate 
of much of the hill country of the Northeast earlier in this century. 
Displacements of farms similar to what happened in the Northeast will likely 
occur if technological change continues to outpace growth in demand. 

The process of technological advance, squeezed incomes of farmers, and 
displacement of farm families was termed "the agricultural treadmill" over 
30 years ago by Cochrane (p. He has more recently written that this 
agricultural treadmill, when combined with government commodity support 
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programs that prevent prices from falling In response to Increased supplies, 
causes some of the benefits of technological change to be captured by owners 
of farmland, rather than by consumers or farm operators, and some of the costs 
to be borne by taxpayers. This Is because farmland Is In limited supply and 
most farm programs pay benefits on the basis of volume of product produced, 
which directly reflects the quality and quantity of land operated. Farm 
operators essentially enter bidding wars to attempt to operate as much land 
as possible; hence, the benefits accrue to the land owners, not necessarily 
the operators. However, since almost all farmers own some of the land they 
operate, they have benefited from this land value Increase that has accompanied 
farm program payments* By the same token, they would suffer the loss In land 
value that would accompany any decline In expected government (taxpayer) 
support of the farm sector. 

Implications of Agricultural Program Changes for Rural Economies 

Farm commodity programs are neither well-targeted to farms with financial 
stress nor to farm families with low Incomes. A relatively large propor- 
tion of payments goes to the small number of very large producers, most of 
whom have above average net Incomes and net worths (table 4), while a small 
proportion of payments goes to the large number of small producers, many of 
whom have low family Income and low net worths. However, on average, even 
the small producers tend to have only slightly lower Incomes but much higher 
net worths than the general population. 

Only about 22 percent of farm program payments go to farms that show financial 
stress because of high debt levels and negative cash flow, and an additional 
35 percent go to farms that have a high potential for stress but are currently 
showing positive cash flow. Thus, as much as 43 percent of program payments 
may be misdirected to farms which have either strong cash flow positions, 
relatively high net worths, or both (table 5). 

Dependence on Programs 

As total commodity support outlays have Increased to recent levels of $22-$26 
billion, the proportion that such payments are of farm cash receipts for 
supported commodities has increased to very high levels sometimes exceeding 
market receipts. The programs, thus, can be considered to be the most 
Important market for many of these commodities (table 3). Average program 
payments for farms participating in commodity programs exceed the average net 
cash operating margins of such farms, and are up to triple the average net cash 
operating margin for some types of farms such as cotton or general crop farms 
(table 4). Thus, reducing these programs can severely affect farms producing 
the supported commodities. The farms and the markets have adjusted to having 
these programs in place over the last 50 years and would face wrenching adjust- 
ments if the piogram8 were radically reduced. 
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Effects of Changing Programs 



Even though the programs may not be contributing much to rural development or 
rural well-being objectives as currently written, radically or precipitously 
changing them can severely affect rural economies. Changing the programs leads 
to immediate changes in the income positions of farms and the rates of return 
to farm assets. Of equal or greater importance would be the resulting change 
in farm asset values. There is strong evidence that farm asset values are 
determined by an expectation mechanism that includes: 

o Expected market returns to land. 

o Expected levels of program benefits. 

o A subjective discount rate for the uncertainty of returns 
and benefits. 

o The real interest rate (nominal interest rate minus the 
rate of inflation). 

Because farm asset values are determined largely by the expected net return 
to such assets, the effects of decreasing program payments, unless offset by 
stronger market prospects, would be rapid and magnified declines in farm asset 
values • 

Farmland values have already declined by up to 70 percent in some areas heavily 
dependent on farm program crops, largely in response to reduced prospects for 
market returns, high real interest rates, and uncertain prospects for the 
continuation of the recent high levels of government payments. If cutbacks in 
government support are to leave farm asset values unchanged, then program 
outlays can only be cut as fast as market returns prospects expand, or real 
Interest rates decline, or both. 

Effects on Linked Sectors 

Because farming has strong upstream and downstream linkages to sectors that 
supply its inputs and handle its products, local and regional economies and 
even the national economy can be severely affected by changes in agricultural 
programs. Changing the volume of product that can be produced or increasing 
the domestic prices of products such that domestic or export demand Is cut 
can have implications far beyond the farm sector as upstream and downstream 
sectors are affected and GNP and employment losses occur (fig. I, 2, and 3) 
The Delta, the Northern and Southern Plains, and the Corn Belt would be most 
affected by changes in programs. The farm sector would be most severely 
affected in the export crop-dependent areas and the local economies would be 
most severely affected in the farm-dependent areas. The most severely affected 
economies would be those 173 counties that are both farm-dependent and export 
crop-dependent (fig. 4). In these regions, cash grain farms and cotton farms 
are dominant. For these types of farms, the percentage of gross farm income 
derived from government outlays is the highest (nearly 10 percent) and the 
direct government payments exceed the average net cash operating margins of 
such farms (table 4). 
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table l^Aprlailtural support progrs* provisions, applicable crsondltles, end 



panoses 



provision 



Applicable oossodltles 



Msary 



2m/itflme 



law* prices/deficiency 



»*u**tin« loans (knak 
•Wwt prices but repaid at 
prlfss, If lew) 

r*yeent-4n-kind (TOO 



Generic CflBnodity certifi 
CPIK Grrtif icmtm) 



Alport 



Feed grains, wheat, rice, est ton, 
soslflnlshsd i 



control 



reAictlon and paid ted 
dlveislon i 



Cbsnodlty price Alport 



ttxiry herd buyout program ( 
to ohm dairy production) 



IMry set-cslde (psysents for 
reAidngwllk production) 

Production quotas 



Ifcrketlng quotas 
Conservation reserve 



"fceesshuster" and •abdbuater" 
provisions 



Marketing orders 



Financial proem 



Feed grains, wheat, rice, cotton, wool 



Woe, cotto n 



lead grains, wheat, rice, cotton 



Feed grslna, wheat, rice, cotton, 
sorbsans, (suthorlsad but not used for 
honey, dairy products) 



Faad grains, wheat, ***** flour, tics, 
cotton, dairy cattle, dairy products, 
poultry, waea r e f i U oil, other products 



t dairy product*, -reed grains, 
• rice, peanuts, beef, cotton/ 



tad grate, vhsst, rice, cotton 

ladry products, honey 
MUk 

Milk 

Ibbsooo 



Peanuts (suthorixed Hit not used for 
wheat) 

trodible land 



All SUppOTDsd COBBOditieS 



47 fruits and vegetables, dairy products 



All 



Stabilise cossodity prices, 

provide buffer stocks 

Support effective fan prices 
without raising cossodity prlc 

Allow ooanodity prices to 
adjust to world export price 
levela to stlsulste < 



Reduce eovernaent stocks, 
reduce budgets of i 



Reduce sovenwent stocks, 
reduce budgets of 



stlsulste exports 



from lsTJort substitution 

Control cossodity suppliss, 

control i 



Raise 



prices 



Control supplies, control 
gownwent purchssas 

Control supplies, control 
governeait purchssas 

Control suppliss, raise 
Basket prices 

Control supplies, raise 
aarkat prices 

Retire erodlhle land from 
crops, control supplies, 
control eovernaent costs 

Control governaent costs, 
control conversion of land 
for supported crops 

Stabilize ssrket supplies 
end prices, raise ssrket 
prices for soar products 

Provide stable sources of 
credit to fsraers, provide 
p referenti al Interest rates, 
provide esersancy lending snd 
lsnder a ^yf' a "lsst" _ 
provide crop Insurance end 
disaster 
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Table 2— Gbvernnent piqgran outlays to farmers, 1981-87 



Frqgrai 


1981 


1982 


1963 


1984 


1985 


P 

1986 


198/ 








Million dollars 








Gomodity prograas: 
















1. Dfr»r*t* cnmanAitw MMBita 1/ 


1 401 




8,948 


8,047 


7 vm 


11 w» 


1"* 7RA 


2. Net 00C loar» 


3,061 


9,080 


2/(749) 


(816) 


11,814 


8,310 


2,165 


3. Dairy support puraases 


1,830 


2,089 


2,107 


1,560 


1,875 


1,825 


950 


4. All conodity program (1+2+3) 


6,312 


14,399 


10,306 


8,791 


21,087 


21,516 


16,901 


Conservation prograas: 
















5. Direct conservation payments 1/ 


531 


262 


349 


386 


306 


432 


1,692 


All direct payments (145) 


1,932 


3,492 


9,295 


8,433 


7,704 


11,813 


15,478 


All gouerraent outlays (4+5) 


6,843 


14,662 


17,6f« 


15,998 


21,575 


21,948 


18,593 



2/ Data entries in parentheses indicate net decreases in loans. 
P - Preliminary. 
F - Forecast. 

Source: Farm Sector Financial Analysis Branch, Economic Research Service, U.S. Dept. of Agriculture. 



l2 " 17 3 i 'j 

ERJC 



table 3— Govemnent commodity progran outlays to farmers and proportions of market receipts by camodity, 
CQDraodlt y 1981 1982 1983 1984 1985 1986 P 198/ 



Million dollars/percent 



Feed grains: 1/ 2/ 



Total outlays 2,094 6,889 2,648 2,067 11,031 >,303 8,357 

Percentage of farm cash receipts 13.2 25.1 10.4 7.6 35.1 27.5 42.6 

Wheat: 1/ 

Total outlays 1,584 2,884 2,814 2,651 4,463 2,945 3,327 

Percentage of farm cash receipts 16.1 29.1 3.20 31.1 56.5 44.5 65.3 

Rice: 1/ 

Total outlays y<7> 595 473 ^ m m nj 

Percentage of farm cash receipts -.4 39.7 52.6 56.2 102.7 109.9 156.2 

Cotton: 1/ 



Total outlays 158 1 ,761 720 163 2,344 1,258 

Percentage of farm cash receipts 3.9 39.1 19.5 4.9 61.6 48.4 

Dairy products: 4/ 



869 
36.2 



Total outlays 1,830 ?,089 2,107 2,099 2,299 2,446 1,415 

Percentage of farm cash receipts 10.1 11.5 11.2 11.7 12.7 13.7 8.1 

All supported crops: 

Total outlays 6,312 14,399 10,306 8,791 21,087 21,516 16,901 
Percentage of farm cash receipts 

for supported crops 13.3 23.2 17.9 15.6 34.8 40.9 38.6 



T7 Includes an allocation of PLC ccnmodities distributed at loan rates. 
2/ Includes soybeans which have a COC loan/storage program only. 
V Data entry in parentheses indicates negative net outlays. 

4/ Includes dairy diversion payments in 1984 and 1985, and dairy herd buyout program? in 1986 and 1987. 
P - Preliminary. 
F - Forecast. 

Source: Farm Sector Financial Analysis Branch, Economic Research Service, U.S. Dept. of Agriculture. 
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Table 4 — Direct commodity payments: distribution and Importance to farm 
Incomes, 1985 





Share 


Average 








of all 


direct 


Percent at?e 


Percent Acre of 


Farm group 


direct 


payment per 


of gross 


average net 




commodity 


reporting 


farm 


cAflh ooerattnc 




payments 


farm 


Income 


mars? In 1/ 




Percent 


Dollars 


Percent 


Percent 


Cash grain 


61.7 


12,612 


9.3 


74.5 


Cotton, tobacco 


10.0 


24,148 


9.4 


293.9 


Veg., fruit, nut 


1.6 


14,831 


1.0 


96.6 


Nursery & greenhouse 


(d) 


(d) 


(d) 


(d) 


Other crops 


2.4 


7 ,026 






Beef , hog , sheep 


14.0 


5,849 


2.3 


-951 0 


Dairy 


9.5 


7,967 


2.4 


SO. 2 


Poultry 


,1 


2,578 






Other livestock 


.7 


5,632 


1 .2 


-AO ? 


All farms 


100.0 


10,520 


4.4 


lift S 


$500,000 and over 


15.5 


49,132 


2.2 


25.2 


$250,000 - 499,999 


21.9 


25,155 


4.9 


48.8 


$100,000 - 249,999 


36.8 


14,122 


5.9 


63.8 


$ 40,000 - 99,999 


18.9 


6,681 


5.6 


88.4 


$ 20,000 - 39,999 


4.8 


3,823 


5.0 


-1,033.0 


$ 10,000 - 19,999 


1.5 


1,801 


3.4 


-42.6 


Less than $10,000 


.7 


880 


1.9 


-17.0 


All farms 


100.0 


10,520 


4.4 


118.5 



(d"5 Data withheld because of possible disclosure or c atlstlcai 
unreliability. 



1/ Farm cash Income minus cash production expenses, Interest, and 

principal payments. 
2/ Negative figures Indicate group had a negative average net cash 
operating margin 

Source: 1985 Farm Costs and Returns Survey, Econ. Res. Serv., U.S. Dept. Agr. 
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Table 5— Government programs expenditures, by farm financial stress class, 1985 



Farm financial 
strength class 



Proportion 
of all 
farms 



Share 
of program 
expenditures 



Average 
payment 
per 
reporting 
farm 



Percentage 
of 

of gross 
farm income 



Percent- 
age of 
average 
net cash 
operating 
margin 3/ 



Class I, least 
stressed 

(positive cash 31.0 
flow If , low 
debt) 2/ 

Class II 

(positive cash 14.3 

flow, moderate 

debt) 

Class III 

(positive cash 10.1 

flow, high 

debt) 

Class IV 

(negative cash 28.8 

flow, low 

debt) 

Class V 

(negative cash 9.7 

flow, moderate 

debt) 

Class VI, most 
stressed 

(negative cash 11.2 
flow high debt) 

All farms 4/ 99.6 



-Percent — 



15.8 



25.3 



35.0 



1.6 



6.2 



15.8 



99.8 



Dollars 



11,837 



31,198 



49,860 



8,624 



14,348 



— Percent — 



22,223 
23,836 



5.9 



.8 



16.3 



6.1 



7.7 



11.0 



10.3 



62.8 



92.2 



131.4 



-235.9 



-88.6 



-65.5 



268.4 



If Cash flow is total cash income from farm and nonfarm sources less cash 

production expenses, interest, and principal payments and a minimum 

allowance for family living expenses. 
21 Low debt is debt/asset ratio of less than 0.1, moderate debt is between 0.1 

and 0.4 and high debt is greater than 0.4. 
3/ Net cash operating margin is farm cash Income less cash production 

expenses, Interest, and principal payments. 
4/ Excludes farms which reported no owned assets (0.25 percent of program 

expedltures). 

Source: 1985 Farm Costs and Returns Survey, Econ. Res. Serv., U.S. Dept. Agr. 
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Figure 1 



Agricultural Sector GNP and Employment Linkages; 1984 



Demand linkages 




Scales to level of demand to correct for small errors introduced in calculation. 
2 Clothing, shoes, tobacco, cut flowers, seeds, and potted pi - its. 



Figure 2 



How a Small Acreage Reduction Program Would Change 
Agricultural Sector GNP and Employment 



Demand linkages 




'Scaled to change in demand to correct for small errors introduced in calculation. 
2 Clothing, shoes, tobacco, cut flowers, seeds, and potted plants. 



Figure 3 



How a Large Acreage Reduction Program Would Change 
Agricultural Sector GNP and Employment 



Demand linkages 




1 Scaled to change in demand to correct for small errors introduced in calculation. 
2 Clothing, shoes, tobacco, cut flowers, seeds, and potted plants. 



CHAPTER 13 

PUBLIC INFRASTRUCTURE AND ECONOMIC DEVELOPMENT 
William F. Fox 



Abstract^ New infrastructure investments should be used 
selectively as development tools because they will stimulate 
income growth in some rural communities and not In others. 
Infrastructure will probably have the greatest effect where 
other characteristics necessary for development are present 
and there is a shortage of existing infrastructure, but the 
potential for each community must be evaluated on its own 
merits. Infrastructure investments in transportation and 
quality of telecommunications and electric services are 
likely to be the most important infrastructure-related 
development tools for rural communities. Although Federal 
grant programs continue to provide substantial financing for 
transportation infrastructure, they have been reduced in 
support of other infrastructure investment needs. 

Investments in physical infrastructure are made to achieve several 
different objectives. First, infrastructure is built with the goal of 
providing services to enhance residents 1 quality of life. School 
buildings, recreational facilities, and transportation systems all are 
constructed to facilitate delivery of services demanoed by local 
residents. Second, infrastructure helps deliver services, such as 
water and telecommunications, which are used by business firms as they 
prod ice goods and services. In serving those needs, a community may 
have the related aim of achieving greater economic development by 
attracting business firms, people, and economic activity. Also, 
infrastructure investments may be made to enhance community pride, as 
when a community builds an airport terminal. Politicians may have 
separate goals, such as the desire to provide visible evidence that 
their constituents are being served. 

Infrastructure may be built to serve some or all of these goals simul- 
taneously and each of them may be an appropriate reason for making 
Infrastructure investments in rural communities. However, this paper 
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focuses on the narrower Issue of whether new Infrastructure 
Investments are an effective means of achieving one goal, the 
stimulation of rural economic development. Infrastructure Investments 
are frequently assumed to be a good development mechanism, and this 
justification Is often used to defend large spending programs for new 
roads, expansions of water and sewage systems, or other Infrastructure 
Investments. The validity of this assumption for rural communities of 
the United States Is examined here. The conclusion can be succinctly 
stated that there are some circumstances and some communities where 
public Infrastructure Investments will stimulate economic development, 
and some where they will not. 

The paper Is divided Into four sections after the Introduction. The 
first Is devoted to the definitions which focus the paper. The second 
section Is an examination of what Is known about the role of 
Infrastructure In stimulating development. The next Is a 
consideration of the role of the Federal Government, and to a lesser 
extent State and local governments, In financing Infrastructure. This 
also Includes examination of the compatibility of Federal 
Infrastructure financing trends with stimulation of rural economic 
development. The final section Is an evaluation of Infrastructure 
needs and a hypothesis about the future role of Infrastructure. 

Defining Public Infrastructure and Economic Development 

Public Infrastructure is defined for this chapter as the physical 
capital Investments traditionally supported by the public sector to 
enhance private sector production. Infrastructure has been called 
economic overhead caplcal because It Is "primarily oriented toward the 
support of directly productive activities or toward the movement of 
economic goods" (2U, p. 5) . 1/ It should be noted that the public 
Infrastructure Is frequently used by people as well as by businesses. 
Included In this group are roads, water systems, seweage systems, 
electricity, telecommunications, and other transportation modes, such 
as railroads and airports. This definition Is consistent with the one 
used recently by the National Council on Public Works Improvement ( 33 , 
p. 2). This group excludes some Items which could be regarded as part 
of the total Infrastructure, such as Investments In human capital and 
the investment by business firms in their productive capital. This 
study focuses on the more narrow concept of publicly available, 
physical Infrastructure to determine Its potential for stimulating 
economic development. 

A key difference between many types of economic overhead capital and 
social overhead capital (development of human capital, for example) is 
that the former must frequently be delivered to the home or business 

T7 Underscored numbers in parentheses refer to sources listed in 
the References section at the end of the chapter. 
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where it is used, whereas people will often travel to the latter. 
Many people will travel to a university if one is unavailable nearby, 
but the same is not true of water and electric services. These must 
be provided where they are to be consumed. Thus, economic overhead 
capital must be in the place where Incomes are generated. 

There is often a tendency to focus on the physical facility when 
examining the role of infrastructure. Political leaders, for example, 
may see a facility's construction as evidence of achievement. But it 
la Important to remember that businesses and people are primarily 
Interested in the services derived from the physical facility. 
Specific concerns with the facility generally arise only when 
consumers must access the facility to receive the service benefits. 2/ 
Most services derived from economic overhead capital are brought to 
the user for consumption, so the facility is generally not directly 
Important as a component of the service. Water and sewerage are 
examples of services where the facility is of little concern to 
consumers, since they can receive the service without traveling to 
the physical facility. A highway, on the other hand, is an example 
where the physical Infrastructure is an Important aspect to 
consumption of the service. 

Not all forms of public Infrastructure are totally provided by or 
through the public sector. The relative roles played by the public 
and private sector vary widely nationwide and by Infrastructure type. 
For most services there is joint Involvement of the public and private 
sectors with the difference being a matter of degree. This can be 
clarified by separating the necessary functions into financing, 
construction, ownership, operation, and control over use of the 
facility. At one extreme are roads; the rural public sector 
frequently has the roles of financing, owning, operating, and 
controlling them, while the private sector constructs them. An 
exception is when the private sector builds and finances roads in new 
housing developments. 

At the other extreme is telecommunications, where the private sector 
frequently has the roles of financing, constructing, owning, and 
operating and the public sector only exercises some control. Public 
control and partial financing combined with private ownership, 
operation, and construction are present in the case of privatization 
efforts, such as with some water and sewer service delivery. 

Magnitude of Infrastructure Investment 

Much hat been said about deterioration of the public Infrastructure, 
partly because of the decline in capital purchases relative to gross 
national product (GNP) • Federal, State, and local governments spent 

21 An exception is when the facility falls, such as when a sewer 
lit.* breaks. Failure often brings people into contact with a physical 
facility they otherwise would take for granted. 
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$92,8 billion In 1985 on nondefense capital outlays, which Include 
both economic and social overhead capital (38) • Capital purchases In 
1985 were approximately 2.4 percent of GNP, substantially lower than 
the 3,3 percent In 1960. However, the data do not necessarily mean 
the Infrastructure Is deteriorating, because there are many reasons to 
explain a relative decline In Infrastructure expenditures .3/ One 
arises because Infrastructure can remain productive for many years 
after It Is built. Only proper maintenance and additions (because of 
growth In demand or to offset depredation) are necessary after the 
Infrastructure Is In place. So construction expenditures for 
Infrastructure will generally fall after construction Is finished. 

The categories of Infrastructure that are purchased have changed over 
time, depending on factors such as demographic demands or national 
policy. For example, when the baby boom population approached school 
age, a greater share of Investments shifted to school buildings, When 
the Interstate highway system was being substantially completed, more 
spending was oriented to roads. In 1985, the greatest share of 
spending was for highways, followed by education and utilities. 

Definition of Economic Development 

When examining the role of Infrastructure It Is Important to define 
what Is meant by economic development. First, development must be 
measured In degree, as nearly every place In the United States would 
be regarded as developed by comparison with many other places around 
the world. The degree of economic development Is measured In this 
paper by the relative level of per capita personal Income (employment 
could also be used for this purpose) Economic development Is said to 
Improve In a low-Income area If its per capita Income Is growing 
relative to the national average .4/ Other aspects of economic 
development could be described, but are not considered here. 

Do Infrastructure Investments Promote Economic Development? 

Public Infrastructure contributes to the creation of Income In 
numerous ways. The movement of goods to market frequently requires a 
road. The movement of Inputs to firms, Including workers to their 
Jobs, also requires roads. The role of a water system and many other 
components of the Infrastructure as direct Inputs In production 
processes Is equally apparent. Thus, Infrastructure makes necessary 
contributions to economic output. The Issue, however, Is whether 
additional Investments In public Infrastructure effectively promote 
economic development of the Nation and more specifically, of 
Individual rural areas. 

3/ See (13) for further discussion of Interpreting expenditure data. 

4/ Haveman also used Income to measure development (23), It Is 
recognized that actual Income disparities could grow as relative ones 
narrow. A more stringent definition would be to define development as 
a narrowing of both the actual and relative Income disparity. 
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New Infrastructure Investments have the potential for enhancing 
economic development, but the effect on any Individual location 
depends on a number of factors. This section describes three of these 
factors: the linkage between economic development and Infrastructure, 
the manner In which Infrastructure Is financed, and the existing 
economic development of the community. Analysis of these can be used 
to measure the potential effectiveness and policy applicability of 
Infrastructure Investments for achieving economic development. This 
section also Includes discussion of transportation Infrastructure and 
unique needs of service Industries. 

Linkages Between Infrastructure and Economic Development 

One key to determining whether Infrastructure Investments are 
effective for stimulating economic development Is to Identify whether 
economic development causes more Infrastructure Investment or more 
Infrastructure enhances economic development. /Kate Infrastructure 
must lead to greater economic development (rather than the reverse) If 
capital Investments are to be effective tn stimulating development. 
Infrastructure can also play an Important role In accommodating 
growth, but In this case there Is no need to locate the Infrastructure 
prior to the growth. Consideration of the possible types of linkages 
will help Identify direction of the causality, and therefore the role 
played by Infrastructure In development. Whatever fhe causality, 
Infrastructure Is likely to stimulate substantial development only 
where the factor limiting growth Is a shortage of public 
Infrastructure. Where substantial excess capacity exists or where 
there Is no demand for a particular type of Infrastructure, little 
stimulation from new Investments can be expected. 

Infrastructure can be linked causally to economic development In three 
ways: through the supply side, the demand side, and redlstrlbutlve 
effects * The Importance of the explanations will differ by 
Infrastructure type, geographic location, and existing economic 
development. In fact, It Is likely that each of the three effects 
partially explains how a given type of Infrastructure Investment will 
Influence different communities. Table 1 (at end of chapter) gives an 
overview of the expected causality, and the conclusions are summarized 
In the following pages. 

Supply-Side Linkages . A supply-side linkage between Infrastructure 
and economic development exists whenever the Infrastructure enters 
directly In the production process of business firms or when it makes 
other Inputs more productive. Electric and water services are 
examples of Infrastructure's direct use In a firm's production 
processes. Labor may be more productive because good roads ease the 
movement of workers to their jobs. Telecommunications may also make 
labor more productive, particularly In rural areas, where a firm Is 
likely to be separated from Its customers. 
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Supply-side effects permit an Increase in regional Income by allowing 
existing firms to expand their output for given costs. Supply-side 
effects also Increase the level of economic development if firms are 
attracted to start up In or relocate to an area because of something 
unique about its Infrastructure or because of excess capacity or 
supply in its infrastructure. 

This supply-side explanation of the linkage is generally the basis on 
which infrastructure enters an area's development strategy. As 
existing or new firms in an area produce more, area residents and 
owners of firms reap higher incomes. This linkage indicates a net 
gain for the national economy unless resources expended on the 
Infrastructure exceed the longrun output gain from using the 
infrastructure. 

Demand-Side Linkages . Demand-side linkages between economic 
development and the availability of public Infrastructure arise in two 
ways. First, economic development may occur because of wage and 
nonwage expenditures during the construction process. Second, new 
Infrastructure may be demanded because of higher incomes or expanding 
firms. In the latter case, the stimulation of development is less 
obvious • 

With the first demand-related explanation, Income is generated as 
money is spent to construct infrastructure. For example, when a 
highway is built, local incomes are created as local people are hired 
to build the road or as construction workers spend money in the 
community. The increase in personal Income will be greater when local 
people or a local firm are hired. The net local income effect will 
also be greater if the project is financed with Federal grants rather 
than local taxes or user fees because the construction costs are paid 
with revenues from outside the area. Thus, local residents are able 
to spend Income, which otherwise would finance the Infrastructure, on 
other goods and services. The Income generated also depends on the 
size of the local Income multiplier. The multiplier for rural 
communities is not large, probably falling between 1.1 and 1.5, in 
most cases, and in some cases is under 1 (20) . 

Increases in Income arising from construction of the facility are one 
of the benefits from new infrastructure. The benefits are generally 
short-lived, however, by comparison with the facility's life, because 
they end when the construction is completed (or decline to equal the 
facility's operating costs, which are generally a small part of 
construction costs). Although these effects are a benefit from 
construction, they are likely to be small by comparison with benefits 
derived from services provided by the infrastructure. Further, 
construction programs usually are justified as a way to generate 
incomes in a local area only in extreme circumstances such as during 
the 1930 's.V This is because Income splllouts from the community 

57 Federal and State programs are more commonly justified in this 
manner, since splllouts become less as the geographic area expands. 
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make this a very expensive way to generate local Income, and the 
income generation effects dissipate once the project Is constructed. 
Income spillouts occur when residents purchase goods produced outside 
the area, pay Federal taxes, or otherwise cause local Incomes to flow 
outside the community. 

The latter demand-side explanation describes the situation where 
greater development causes people and businesses to demand more 
Infrastructure. Public capital and private economic activity may 
Increase together, but the direction of causality implied by this 
argument indicates that Increases In local Incomes caused the public 
capital to be built, because of Increasing tastes for services 
delivered with the Infrastructure. In many cases, the Infrastructure 
is expanded to support the growth of existing firms. Alternatively, 
the Infrastructure may have been expanded to meet growing service 
demands by people for roads, sewer services, and other infra- 
structure. In some cases, Infrastructure Intended to enhance people's 
quality of life, such as recreational facilities, may be added as a 
result of pressure by business firms, because firms are increasingly 
concerned about maintaining a high quality of life for employees. 6/ 
This demand-side explanation can be an appropriate reasor for building 
or expanding Infrastructure, but the resulting public inf rastr icture 
may not create (or stimulate) new development. 

The second demand-side explanation can lead to Indirect stimulation of 
economic development In two circumstances. The first is If the local 
quality of life is Improved by better Infrastructure and people and 
firms move to an area to take advantage of the Improved quality of 
life. Here, development occurs Indirectly because the community is a 
better place to live and not because the firm's ability to produce has 
been enhanced. The second may occur if new infrastructure is built to 
meet growing demand, but is built with excess capacity to accommodate 
more firms than are currently In the community. Firms could be 
attracted because they anticipate supply-side advantages arising from 
the available Infrastructure. 

Careful analysis is necessary to determine the reason for the linkage 
between development and infrastructure. A positive correlation 
between Infrastructure and development may exist if any of these 
supply- or demand-side explanations hold, but that does not 
necessarily mean that the infrastructure is stimulating development. 
Looney and Fredericksen (30) found evidence that Infrastructure was 
the initiating factor in development, rather than an accommodating 
factor. However, their study was based on Mexico, where the overall 
level of development is lower, and It may not be possible to 
extrapolate their results to the United States. 



TJ Firms may find production costs are reduced in a particular area 
if~better quality of life allows workers to be attracted at lower wage 
rates. 
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Redistribu tion of Economic Activity . Public Infrastructure may 
redistribute economic activity between rural and urban or among rural 
places If private firms relocate to take advantage of more readily 
available or less congested public Infrastructure. This Is the third 
linkage between Infrastructure and development. It Is connected with 
the two previous explanations, because firms choose to relocate to 
take advantage of Infrastructure only If they feel that It offers 
supply or demand (such as quality of life) advantages. They also may 
relocate If new Infrastructure permits firms to consider options 
previously unavailable. For example, an Improved highway to a rural 
community may motivate a firm to move from an urban location because 
of wage cost advantages or lower congestion, the benefits of which 
were formerly offset by transportation costs. 

Redistribute effects are a zero sum game from the national economic 
efficiency perspective If they merely shift firms and people from one 
location to another rather than Increasing the number (or size) of 
firms. True, local Income will rise If better access to 
Infrastructure enables existing or new firms to produce more. 
However, the local economy may suffer a net loss If the cost of 
building new Infrastructure exceeds the Income Increase plus the gains 
In consumer well-being. Even If no Increase In output Is generated 
nationwide, It may be desirable to use Infrastructure to stimulate 
development In some places at the expense of others to achieve a 
desired Income redistribution from high-Income to low-Income areas of 
the United States. But redistribution requires a decision to favor 
some communities, because little redistribution can occur If all 
places are treated Identically. 

Local communities are often tempted to add Infrastructure In hopes of 
attracting new firms or plant locations. Many types of Infrastructure 
are repllcable and can be added or augmented at any location that a 
city or firm desires.7/ But for Infrastructure to be an effective 
development tool, communities must be selective In their choice of 
lntrastructure. They must realize that little relative advantage Is 
gained by building Infrastructure that can also be built elsewhere. 
Also, some firms may be so small that the cost of building new 
Infrastructure or expanding existing Infrastructure Is too high 
relative to the gain. Or the cost of building Infrastructure before 
firms locate may be greater In some cases than the perceived benefits. 
On the other hand, some firms may want to relocate quickly, and 
communities without existing excess capacity would not be candidates 
for the firms. Some Infrastructure, such as major highways, Is (and 
must be) financed by a higher level of government and Is not an option 
for Individual communities or firms to finance. Finally, for some 
rural communities the diseconomies of small scale make Infrastructure 
relatively expensive to build .8/ 



If 1,118 doe8 not mean that the costs of delivering services from 
Infrastructure will be equal at all locations. 

81 Only limited diseconomies of small scale exist for most 
services. The greatest diseconomies, however, will arise for services 
which use substantial public Infrastructure (15). 
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Financing Infrastructure Investments 



The effect Infrastructure has on economic development depends partly 
on how It Is financed. Rural governments have three ways to finance 
new capital investments: Federal and State assistance, debt, and own 
source revenues (taxes and user fees). Infrastructure financed by 
Federal or State grants may be seen as a free input by business firms, 
since its value to them is not offset by Increased local fees or 
taxes .9/ Other things equal, firms would likely seek locations where 
free input 8 are available. However, grants are frequently designed to 
pay oo?y for construction costs associated with a new facility. Firms 
generally pay at least some of the facility's life cycle costs, which 
will also include operations, maintenance, and replacement after its 
life is completed. So even with a Federal grant, firms probably do 
not regard Infrastructure as a totally free input. Firms may be more 
likely to consider major roads and airports free since they may pay a 
w«r- -;aill part of the cost of such a facility. 

grants are unavailable, the firm pays a price for infrastructure 
sewlces, unless th'j price is borne through fees or taxes. This point 
is true whether the fees are paid to the local government or to a 
private firm operating the infrastructure. It is also true if debt 
financing is used, because debt only shifts the timing of the firm's 
payment for the infrastructure. The tax or fee reduces the net 
benefits derived from the facility. 

Whether a firm pays the full cost, more than the full cost, or less 
than the full cost for services it receives depends on how the tax or 
fee system is structured. Another possibility is that the local 
government provides more of the Infrastructure than the firm would 
choose to finance, and yet the firm must pay taxes to support it. 
Finally, the costs may differ between areas because of technology, 
such as the need to use surface versus ground water, or economies of 
scale. In sum, availability of Infrastructure offers little 
locatlonal advantages if the Infrastructure can be replicated easily, 
the costs of service delivery are equal at all locations, and the firm 
pays the full cost of services received. A subsidy can be provided to 
firms or extracted from firms depending on how the tax system is 
structured and this could be used to provide an incentive or 
disincentive to locating in a community. 

Type of Local Area 

The effect of Infrastructure on economic development is likely to vary 
by geographic area clnce availability of Infrastructure is only one 
aspect of business production needs. Infrastructure Investments will 

9/ In t e rgo ve r nmen t al assistance is not a unique way to generate 
revenues, but is a mechanism for shifting the responsibility for 
financing Infrastructure from one level of government to another. One 
level of government must ultimately use own source revenues to pay for 
the infrastructure. 
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probably enhance development for some communities but not for others. 
There are probably few communities where new infrastructure 
guarantees greater development (a probability of 1) and few where it 
is certain to have no developmental effect (a probability of 0), 
Simply, this means that infrastructure investments generally must be 
made with uncertainty regarding their success at stimulating 
development, 

Hansen (21) made a similar point as he separated regions into 
congested, intermediate, and lagging. He described congested regions 
as large urban areas where the benefits of new Infrastructure 
investments were expected to be lower than the costs Imposed by 
further increases in population and congestion. He described lagging 
regions as undeveloped rural areas with small-scale agriculture and 
stagnant or declining industries, where new infrastructure would be 
unproductive because the necessary human resources were not in place. 
(Such regions need to emphasize development of the social overhead 
capital.) He described intermediate regions as having other features 
necessary for economic development, and these were the places where 
infrastructure was most likely to make a difference. 

There is limited research to support the view that the effect of 
infrastructure depends on the community's economic environment, 
Looney and Frederlcksen did conclude that Infrastructure investments 
had the greatest developmental effect in intermediate regions and 
social overhead capital had the greatest effect in lagging regions 
(30). 

Hansen's point that infrastructure will not cause development in all 
places is valid, but his characterization of regions fails to 
completely describe the experience of the past 20 years. Some 
apparently congested urban places have continued to grow and new 
infrastructure, such as subway systems, has offset some of the 
congestion problems and has been an Important reason for growth. Some 
rural communities which would have been regarded as lagging also grew 
rapidly because of their natural resources, their attractiveness to 
retired people, or their low wages. Infrastructure was probably not 
the stimulus for growth in most of these places, but it was necessary 
to accommodate growth. The lesson here is that the group of lagging 
communities, where the probability of Infrastructure stimulating 
development is low, must be defined carefully. 

Infrastructure investments can be expected to have the greatest payoff 
if they are oriented to areas with the highest probability of 
stimulating economic development. Development patterns of different 
types of communities in recent years illustrate that the probability 
of infrastructure encouraging development is unlikely to be zero in 
any place, but it will be higher in some places than in others. 
Determination of the communities with rhe highest payoff is 
complicated because changing economic and demographic structures will 
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alter the dynamics of growth so that those places and Industries with 
the greatest potential at one point In time may not be at another. 
Thus 9 analysts must continually reconsider the sources of development. 
Current directions In the economy suggest that Infrastructure 
Investments must be made with consideration of the service economy's 
needs, the growing Importance of transportation, human capital 
requirements, and the existing levels of Infrastructure. Today's 
Intermediate rural communities (those where Infrastructure can be an 
Important growth stimulant) are likely to have an appropriately 
trained and available labor force, a high quality of life (which Is 
Influenced by the existing level of Infrastructure), and good location 
vis-a-vis Input and output markets. New Infrastructure may be 
Important for development In other communities because they are prime 
candidates for specialized development, such as a retirement 
community. 

Guidelines for Infrastructure Investments 

The concepts discussed so far suggest some conclusions regarding 
Infrastructure Investments and rural economic development. Since 
empirical evidence Is limited or nonexistent, many of the conclusions 
presented here are based on judgment rather than on findings supported 
by research. 

First, a basic Infrastructure Is necessary to support most private 
sector production: electricity, water, communications, and certain 
transportation modes, such as roads. These are necessary supply-side 
Inputs to business operations, though the need for such Infrastructure 
varies widely by firm. Without this Infrastructure, rural communities 
could not grow and compete for new jobs, and firms would be unable to 
expand • 

Second, the presence of a minimal Infrastructure Is necessary to 
development, although It may not be sufficient to guarantee further 
economic development If other determinants of development are not In 
place. Knowledge of whether Infrastructure beyond a minimum level 
will Increase development Is the key for judging whether Investments 
In £°w Infrastructure should be used as a development tool • 

There Is some evidence that new Infrastructure Investments have a 
greater effect on the ability of business firms to produce In areas 
with little Infrastructure. Eberts (11) finds that the additional 
value added per unit of public capital has declined over the past 20 
years, perhaps providing evidence that the basic Infrastructure Is 
Important to development and additional Investments will be of 
diminishing Importance. Eberts 1 (11) finding that public Investments 
Initiated growth In older U.S. cities, but not In newer ones also may 
Indicate that a basic Infrastructure stimulates development but that 
additional Improvements are less productive. Further, Hulten and 
Schwab (26) conclude that the migration of labor and private capital 
have been the cause of stronger regional economic growth In the South, 
and not Infrastructure deterioration In the North. However, the 



existing evidence is tangential and not persuasive, and in any event, 
is concentrated on broad regions and urban areas, so it fails to 
provide adequate counsel on the effects of rural infrastructure. 

Third, there is no formula for ensuring that a particular location 
will develop and, corresponding to this, there is no precisely defined 
set of infrastructure that every community needs in order to develop. 
An improvement in any factor (such as infrastructure) which has the 
potential to enhance business location decisions, expansion of 
existing firms, or startup of new firms can increase only the 
probability of development. No one infrastructure investment can 
guarantee development. 

Next, additional infrastructure investments increase the probability 
of development in some places more than in others. Rural communities 
with other characteristics necessary for development (such as an 
appropriate labor force), but which have a shortage of public 
infrastructure have the best prospects for increased economic activity 
from new infrastructure. The attraction of infrastructure is likely 
to vary by industry, both in terms of the infrastructure categories 
needed and the relative importance of infrastructure in the firm's 
Investment and production decisions. 

Insufficient infrastructure is unlikely to be a constraint on growth 
in places that have few other prerequisites to growth, such as an 
unskilled labor force, inadequate raw materials, and long distances to 
markets. Thus, in these areas the chances are small that growth can 
be stimulated by adding infrastructure, even if the current 
infrastructure is inadequate. New infrastructure will be used only by 
residents rather than by new firms in these instances. The lo«°l 
quality of life would be raised by the infrastructure, but with little 
effect on relative incomes. 

Adding new infrastructure is unlikely to stimulate development in 
places that already have excess capacity of infrastructure, even if 
some other characteristics necessary for development appear to be in 
place. In these cases infrastructure is not a bottleneck limiting 
growth. ° 

Infrastructure will increase employment in rural communities where it 
stimulates development, in that labor and public capital are comple- 
ments UO, p. 18). On the other hand nw public infrastructure could 
replace some of the investments that individual firms would otherwise 
make with their own resources. Nonetheless, an improvement in the 
local infrastructure may increase the total level of economic activity 
as more firms locate in the community and existing firms expand. 
Output in the local community will also rise with public-sector 
investments, although private investment seems to produce more output 
per dollar invested than public capital (10, p. 16). The most 
probable reason is that public investment is used for 
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ooth consumption and production purposes. For example, both consumers 
and business firms use the road system! whereas private capital Is 
oriented only to production. 

Transportation Offers Good Potential 

The economics literature tells little about which types of 
Infrastructure stimulate development most effectively There are wide 
differences across Industries In the level of Infrastructure they use 
and the types they need. Firms and Industries also vary considerably 
as to what Is important to their location decisions. Efforts to 
expand the capacity and types of local infrastructure In hopes of 
attracting firms or Increasing the output of existing firms are thus ' 
likely to affect a limited number of firms, at best. Also, the 
Infrastructure and Its operation must be financed , and higher costs 
arising from providing unneeded Infrastructure may be a greater 
negative In attracting business to many comrualtles than the positive 
effects of having excess capacity In t>s Infrastructure. 

Transportation Infrastructure Improvements appear to have the greatest 
potential for encouraging economic development, since most development 
la directly linked to access to resources and outside markets. Trans- 
portation services enhance development by reducing the costs for firms 
to obtain resources and deliver their products to market. They also 
can make workers more productive by facilitating movement to work. 

These were described earlier as supply-side linkages. Improvements in 
quality of life because of Improved mobility stimulate development 
through the demand side. Further, highway Infrastructure and, to a 
more limited extent, that for other transportation modes are more 
likely to be regarded as a free good for firms because the financing 
will be provided from the Federal or State governments. 10/ In fact, 
the need to link local transportation Infrastructure with that for 
other places demonstrates the reliance on higher levels of government 
for delivery of transportation services. 

The costs of Improving development probabilities by building highway 
Infrastructure to many currently underserved rural areas must be 
weighed against the potential benefits. Transportation Improvements 
by themselves cannot create a comparative advantage where none exists. 
By Improving the movement of both Inputs and outputs, transportation 
Infrastructure allows other economic factors to become more Important 
In determining where production will occur; that Is, Improved 
transportation partially levels the playing field for communities. 
Transportation factors Include time and distance from the market, 
which are functions of the firm's geographical location; this cannot 
be overcome entirely by infrastructure. The costs of shipping goods 
from more remote places remain higher, even with better highways. 

TO/ Local firms also pay taxes to the Federal and State 
Governments, but they will only pay a very small percentage of the 
cost for any specific Infrastructure investment. 
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Anecdotal evidence on recent plant locations, such as the Saturn and 
Nissan decisions In Tennessee, support the notion that transportation 
issues are imperative in such decisions (16). The geographic location 
In the country and the proximity to interstate highways seemed to be 
very important factors, though in both of these cases it was necessary 
to expand existing routes (or build new ones) to Interstate highways 
after the location decisions were made. But transportation was only 
one of many site selection considerations of these firms. Other 
factors were also prerequisites. Adequate water and sewer services 
are examples of other Infrastructure-related prerequisites, though 
there was no requirement that sufficient 'infrastructure be in place 
before the decisions. The firms were willing to agree that water and 
sewer systems could be expanded later as long as the services could be 
delivered when they were needed. 

A survey of high-technology manufacturing firms (28) led to the 
finding that transportation was regarded as significant or very 
significant in the choice of the region in which to locate by nearly 
60 percent of the responding firms. This was the sixth highest 
percentage on a list of 12 location factors, though only three of the 
factors were regarded as significant by noticeably more firms. When 
asked about determinants of the final site decision, good 
transportation for people was ranked fifth (out of 14 factors) and 
good transportation for materials and products was ranked ninth. No 
other economic overhead capital was ranked higher, as water supply and 
waste treatment were thirteenth and fourteenth, respectively. 
Proximity to recreational facilities was eighth. 

Service Industry Infrastructure Needs 

Research to date has focused on the relationship between manufacturing 
and infrastructure. But much of the recent growth in the private 
sector has taken place In the service industries, not manufacturing. 
The role of Infrastructure must therefore be examined relative to a 
new set of Industries. Rural communities may have an increased chance 
for economic development because the move to an Information age will 
allow more dispersed activity. On the other hand, concerns about 
attracting skilled people to rural areas and the need for quality 
Infrastructure and specialized equipment may make it more difficult to 
attract business. 



The trend toward service industries should not be overemphasized, as 
it reflects the average performance of geograp* ' places and 
manufacturing industries. Some manufacturing industries continue to 
expand and many rural areas continue to experience manufacturing 
growth. Total manufacturing employment In all rural counties in 
Tennessee, for example, Increased between 1980 and 1985, while urban 
Tennessee counties on average saw decline (J7, p. 31). Several of the 
rural counties had manufacturing employment growth of over 30 percent. 
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A recent survey of factors involved in the location decisions of new, 
relocating, and expanding firms concluded that service-related firms 
are more concerned about access to new or existing markets than are 
manufacturing firms (18) . This emphasizes the need for good road and 
air transportation, but also stresses the Importance of proximity to 
market. The most remote rural communities, which traditionally have 
had a difficult time developing, are likely to find it increasingly 
hard to compete for development opportunities as the focus shifts to 
service firms. Thus, there is no current note of optimism for these 
communities. Rural communities near large urban centers will probably 
continue to experience greater development. 

Access to Inputs and market3 can also depend on the quality of 
telecommunications services. For firms Involved in sharing data, for 
example, inconsistent telephone service can create access problems. A 
survey in Washington State found that rural areas are "much more 
likely to have party lines and to lack touch tone and other advanced 
telephone services..." (£, p. 19). Some evidence of greater problems 
with quality of connections and busy signals was also reported. Poor 
maintenance staffs and antiquated switching equipment may cause these 
problems for rural areas. Improved quality and diversity of 
telecommunications is essential if rural areas are to attract service 
firms. Telecommunications services, like transportation, have their 
effect on development through the supply-side, as they directly enter 
firms 9 production activities. Telecommunications is less likely to be 
a free good than is transportation, but as with transportation, local 
areas must have good linkage to the global telecommunications system. 

The quality of services delivered is also an important consideration 
for other types of infrastructure. The quality of electricity 
service, for example, may be at least as Important as its 
availability. Variation in voltage creates operational difficulties 
for firms aslng computerized machine tools and computers. This may 
affect not only service firms but also manufacturing firms as they 
increasingly use equipment at least partially controlled through 
microchips. In rural communities, voltage drops can occur because of 
other high, variable load demands such as might be caused by a welding 
shop. Inadequate distribution equipment may also contribute to the 
problem. Rural distributors are often poorly capitalized and 
therefore more likely to suffer from distribution problems. 

Certain service and high-technology firms, like certain manufacturing 
concerns, will have unique public service needs. Some will generate 
effluents requiring special sewage treatment. Others may need 
specialized human capital training, such as nearby universities with 
graduate engineering programs. Firms may also have special needs for 
services provided by the private sector, such as those requiring 
machine tool operators. 

Some rural communities may be considering high-technology 
infrastructure such as satellite hookups as a way to attract new 
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Sail tl hf i*i ^ nU ° ber ° f flrn8 needlng the8e facilities is 
iIa 7 4 I ' however » and concentrated in a limited number of 
industries. Few service firms are seeking high-technology 
infrastructure (18). More likely prerequisites will be Improved 
quality for more traditional infrastructure services, such as 
telephone and electricity. 

tttlT^t f Vld K nC ; lndlcate8 that alr P°" ««vice is particularly 
important for headquarters locations. Construction of or improvements 

Jut* lT«l * ^ 8 ? 11 I tl r lnCrea868 thC 8blllty to u8e P rlvate I 
rTJ \~ I ^ 7 J° / , lnprove weak commercial service. This means that 
rural areas located far from a good urban airport will find it 
difficult to attract headquarters that rely on commercial service. A 
better chance will continue to exist for attracting headquarter 

llTrJT ™ W ! ,iCh rely ° n prlvate bereft, but rural areas 

generally compete only for the headquarters of smaller firms. 

The Federal Govern ment's Role in Infrastructure Development 

The Federal Government supports infrastructure development directly 
through expenditures, grants, loans, and loan guarantees, and 

G^nmil? T t8X deductlbll "y ««d tax-exempt debt. The Federal 
Government can also increase necessary infrastructure investments 
through regulation, such as on the treatment of wastewater. 

State and local governments accounted for 85.4 percent of public 
itll 1 ° Ut l ay V n 1984 03. P- 2 ^-ii/ The share has varied since 
ll„L ! 7 consistently between 80 and 90 percent. Expenditure 
trends are reported at the level of government responsible for 

has n oft!„ ^ T, ral8lng the fund8 * Slnce the Fede «l Government 
Has often financed infrastructure provided by State and local 
governments, the Federal role has been ouch greater in terms of 
raising revenues. For example, the Federal Government is 

Jut sllTJS ? la i Tge generator of revenue8 'or highway construction, 
but State and local governments have generally spent those revenues. 

Direct Federal spending amounted to only 14.6 percent of total capital 
purchases in 1984. Programs run through the U.S. Army Corps of CaP " ai 
Engineers and the Bureau of Reclamation are examples of direct Federal 
expenditures for infrastructure. The Federal an? State anHocal 
governments often share the cost when direct Federal expenditures are 
nvolved but direct Federal expenditures are diminishing relative "o 
those made by State and local governments (33). 

No combined accounting is available to determine what financing 
sources were used by State and local governments for infrastructure, 
but efforts have been made to identify the sources. Federal 

incTuded°here?° n0mlC 9 ° Clal ° Verhead infrastructure purchases are 
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grants-in-aid financed approximately 40 percent of State and local 
government capital purchases in 1984 (2, p. 26). Debt also appeared 
to be the initial financing source for about 40 percent of State and 
local government capital purchases in 1984 (2, p. 27). The remainder 
was provided from other sources, such as taxes and user charges. 
State governments also finance grants-in-aid to local governments for 
infrastructure purchases. These grants totaled $7.5 billion in 1982, 
with 86 percent for transportation, and 72 percent for bridges alone 
(33, p. 64). However, these data do not Include the transfer of 
State-shared taxes and other block grants, some portion of which is 
also used to finance local infrastructure. 

Federal grants to State and local governments for financing 
infrastructure totaled $26.4 billion in 1986 (33, p. 57), 9 percent 
less in 1982 dollars than the peak funding level of 1978. All but 
$8.7 billion of the Federal aid went for transportation, 'ihe National 
Council on Public Works Improvement concluded, "It is quite clear from 
these figures that, except for transportation, the Federal Government 
is steadily reducing the relative importance of its public works 
grant-in-aid programs" (33). 

Federal loan obligations for nondefense public works were estimated at 
$3.2 billion in 1986, approximately $200 million below 1985. Federal 
loans accounted for 7 percent of total Federal public works funding. 
The Rural Electrification and Telephone program is responsible for 
more than two-thirds of the Federal loan obligations. Federally 
guaranteed loans have declined dramatically in recent years, from 
$11.8 billion in 1982 to $96 million in 1986. The Rural 
Electrification Administration, Rural Development Insurance Fund, and 
Tennessee Valley Authority accounted for almost all of the loan 
guarantees in 1982. 

Federal Government assistance for State and local government capital 
purchases also arises indirectly. The deductibility of certain State 
and local government taxes from Income subject to the Federal income 
tan lowers the Federal tax burden on taxpayers who pay for State and 
local government delivery of services, including those who use 
infrastructure. Similarly, deductibility of Interest earned on State 
and local government debt reduces borrowing costs. These Federal 
Government subsidies to infrastructure change the after tax cost of 
delivering the services, but do not reduce the physical resources 
necessary to produce them. 

Federal assistance is provided for several reasons. First, Federal 
assistance is appropriate because the benefits of some Infrastructure, 
interstate highways for example, accrue to people who live in several 
States. In the absence of Federal funding, these services would be 
under provided. Second, Federal funding is given on an equity basis to 
ensure that certain services are available to all people and areas, 
evei if the service cannot be financed by the recipients. The equity 



3 1* 



argument also may be that the most cost-effective means to increase 
incomes in less-developed places is to provide an infrastructure 
conducive to development. Third, Federal transfers have been 
justified because the Federal Government has a better revenue-raising 
capacity than local governments have, both because of the choice of 
tax instruments used and because the Federal Government can collect 
tax revenues in a more cost-effective means. Justifying Federal 
assistance based on a greater ability to tax is difficult, however. 

Conclusions about the degree to which infrastructure stimulates 
development have implications about the effectiveness of Federal 
Government transfers. First, it was stated above that transportation 
programs have a significant effect on development patterns. Since 
highway programs received the bulk of Federal grant funds in 1986 
and recent reductions in Federal funds have been oriented toward non- 
highway programs, much Federal aid has the potential to stimulate 
development of specific rural areas. However, without examining the 
distribution of actual highway aid and how it is correlated with need 
for roads, it is impossible to measure the effectiveness of Federal 
assistance in stimulating development. 

1 

Federal direct loans for telecommunications provided through Rural 
Electrification and Telephone in the Commodity Credit Corporation were 
much higher in 1986 than in 1982, though lower than in 1985 (33 p. 
60). There has been a significant decline in loan guar ant eesThrough 
the Rural Electrification Administration in recent years. The 
importance of increasing the quality of telecommunications and other 
infrastructure suggests that a greater, rather than a lesser Federal 
Government role in support of these infrastructure types may be 
appropriate. ' 

Another conclusion is that infrastructure projects will be most 
effective in stimulating development if they are oriented toward areas 
that lack infrastructure but have other characteristics needed for 
development. Lagging areas would not be stimulated even with new 
infrastructure, and human resource development programs are likely to 
be more effective for stimulating development. Thus, Federal programs 
are likely to be less effective if they have broad eligibility 
criteria. The funds should be targeted fo places with the greatest 
potential for development rather than those with the greatest need as 
measured by low income or low levels of existing infrastructure. 
There is no evidence on whether Federal programs are targeted to 
places with shortfalls of infrastructure or where the potential for 
development is the highest. Careful study of specific Federal aid 
programs would be necessary to determine how well they are targeted to 
such areas. 

Public Infrastructure Needs, 1987-97 

Infrastructure will remain an important input in the production 
process for business firms, along with labor, capital, energy, and 
other inputs. Specific needs will vary by firm, but most firms will 
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8tlll need a certain level of traditional Infrastructure, such as 
roads, electricity, and telecommunications. However, there Is a 
growing need to Improve the diversity and quality of Infrastructure 
services. Few firms will require specialized high-technology 
Infrastructure; most rural communities will find It difficult to 
attract those that do, because high-technology Infrastructure (such as 
satellite uplinks) In rural areas Is seldom cost effective. 

Techniques used to measure the aggregate Investment needs for Infra- 
structure have generally been unreliable ( 13 , p. 40; 33, p. 12). They 
are usually based on engineering designs for delivering services 
across the country without considering how people's demands change 
when they are confronted with paying for a service. Alternative 
technologies for delivering services are frequently overlooked. Focus 
has generally been on the construction of Infrastructure without 
examining the life cycle costs of a new facility, and how these will 
be financed. Further, as noted above, public Infrastructure must 
usually be delivered to where the users are located. Thus, need Is a 
very localized Issue, and not something that an be estimated on an 
aggregate basis without summing needs for Individual communities. 
This also means that adequacy of Infrastructure ought to be evaluated 
as a dynamic Issue, depending on where people and businesses chose to 
locate. It is possible that enough Infrastructure exists to service 
all users, but not In the places where users are located, thereby 
making It Insufficient. As a result of these factors, "needs studies" 
are likely to overstate the new Infrastructure Investments necessary, 
and they may not accurately reveal where the Infrastructure should be 
Improved • ' 

In the future, Infrastructure needs should be evaluated through 
examination of Individual communities. The analysis should be dynamic 
rather than static, based on consideration of structural changes In 
the economy and trends In the location of people and business. Weeds 
should follow from a consideration of the benefits and costs, 
considering alternative technologies. Decisions on Federal or State 
financial support for locally provided Infrastructure should be based 
on potential for development as well as on such Issues as the desire 
to Improve quality of life. Since these needs cannot be determined 
from aggregate data, actual needs cannot be specified here. However, 
even a massive Federal program to finance infrastructure expenditures 
probably would fail to stimulate development In many rural places. 
Thus, Federal support will be much more cost effective if It can be 
targeted to places with the greatest potential for development. 

The costs of needed Infrastructure Improvements are certain to be 
large; reasons for the Federal and State governments to remain active 
In financing these services were described above. The potential for 
the private sector to finance Infrastructure must also be continually 
evaluated. Even when the Infrastructure has traditionally been 
provided through the public sector, it Is sometl-nes possible to divide 
the roles of service delivery such that the private sector can be an 
active participant. 
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Table 1 — Economic development and Infrastructure linkages 



Effect on econouic development Direction of casual Ity 



Supply side: 

Infrastructure makes othar 
Inputs more productive 


Infrastructure generates Income 


Infrastructure services are 
direct Inputs In production 


Infrastructure generates Income 


Demand side: 




Expenditures are made to 
construct and operate 
Infrastructure 


Infrastructure generates Income 


Higher Incomes or expanding 
production cause more 
Infrastructure to be 
demanded 


Income generates Infrastructure 


Redistribution of economic 
activity 


Infrastructure generates Income 
In some places f but reduces It In 
others 
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CHAPTER 14 



FINANCIAL AID PROGRAMS AS A COMPONENT OF ECONOMIC DEVELOPMENT STRATEGY 
Daniel L. Milkove and Patrick J. Sullivan 



Abstract . Government intervention in private decisionmaking may be 
justified if something causes markets to allocate resources 
inefficiently, or if society decides that market outcomes lead to an 
unfair income distribution. Financial assistance to rural businesses is 
one option available to the Federal Government to cope with these 
problems. Government loan guarantees and federally sponsored secondary 
market institutions can address financial market inefficiencies where 
the Government has better information than do private lenders concerning 
the creditworthiness of prospective borrowers. Direct Government 
payments, loans, or equity participation may help direct funds to 
the intended beneficiaries when income redistribution is the primary 
goal. 

Rural America is In the midst of a painful economic adjustment. Industries 
based on farms and natural resource-based industries continue to experience 
severe financial stress. And, the manufacturing and service industries that 
grew so rapidly in rural areas during the 1970's have been slow to rebound from 
the latest economic recession. As a result, employment growth rates in rural 
America have averaged less than a third of those experienced by urban centers 
during the 1980*8, and rural unemployment and poverty rates remain 
significantly higher than those of urban America. In response to these 
renditions, policymakers are examining the current and potential role of 
Federal Government programs as components of a rural development strategy. 

Expanding Federal financial assistance to privately owned firms is one option 
available to policymakers to cope with troubled economic conditions in rural 
America. While government intervention in private market operations is not 
without its costs, properly designed Federal financial assistance programs can 
play a role in promoting rural development. Programs can be designed to 
improve the efficiency of rural markets or to subsidize rural firms to 
encourage continued job opportunities in rural communities. The goal of 
Feden 1 . involvement, political constraints on program design, the operation of 
existing Federal, State, and local government programs, and the structure and 
operation of the private financial markets faced by rural businesses will help 
determine the best package of Federal financial assistance programs for 
furthering rural development. 

Daniel Milkove and Patrick Sullivan are economists with the Agriculture and 
Rural Economy Division, ERS. 




Economic Rationale for Government Assistance 



Decisions made by many private individuals and firms produce better results 
than those that could be achieved by the Government alone. That is a basic 
premise of our market economy. But under certain circumstances, it makes sense 
for the Government to intervene in the decisionmaking process. Useful 
information may be too difficult and costly for small firms to gather, or 
important items may be ignored, say because the private enterprise system does 
not place prices on some factors, such as pollution associated with the 
production process. Apart from these somewhat technical issues, society may 
simply determine that market outcomes are not fair in some sense and use 
Government programs to redirect resources toward favored segments of the 
population. Federal programs that assist rural businesses attempt to serve two 
basic economic goals: improving the efficiency of private sector markets, and 
distributing employment opportunities more equitably than would occur under a 
laissez-faire policy. \J 

Many of the Federal programs providing financial assistance to businesses, 
particularly nonfarm businesses, are in the form of credit programs. Thus, it 
is useful to distinguish credit market efficiency concerns from other types of 
market failures as a rationale for Federal intervention. 

Correcting Financial Market Inefficiencies 

Efficient capital markets transfer available funds from investors to those 
borrowers who can most productively use the money. Since matching savers and 
borrowers involves costs, financial intermediaries (such as banks) developed to 
minimize these transaction costs. However, if transaction costs vary 
systematically from community to community, then the financial market may not 

J7 Efficiency and equity are the key concepts of positive and normative 
economics, respectively. Moving from an inefficient to an efficient 
distribution of resources is almost always desirable from society's point of 
view; more of one good can be produced without lowering the output level of 
another good. Equity is a more difficult notion, in that society chooses to 
modify the distribution of income that would result from the efficient 
operation of an entirely private economy. Equity goals typically call for 
transferring income from wealthy individuals, firms, or regions to those less 
well-off. The equity dilemma ideally would come down to a choice from among 
many possible efficient outcomes for the economy. But in practice, matters are 
not so precise and policies designed to promote equity may introduce 
inefficiency. For example, total employment might be maximized by encouraging 
people to migrate to urbanized areas, while equity considerations dictate 
assistance to maintain certain employment levels in all regions of the country. 
Equity has a second, completely different meaning that will appear quite often 
in this chapter. Used in conjunction with terms such as capital or partici- 
pation, equity refers to ownership in an investment sense. For example, a 
business that needs funds to expand can either raise equity capital by selling 
shares of stock, or debt capital by borrowing from a bank. The intended 
meaning of equity should be clear from the context of its use. 
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correctly allocate credit. Imperfect Information (loan officers in a large 
city may lack knowledge concerning the rural applicant, proposed venture, or 
local market that is critical to making an Informed decision) and government 
regulations (legally prescribed Interest rate ceilings) are examples of factors 
that can Interfere with the efficient operation of financial markets. Market 
inefficiencies that produce results such as rejected applications for 
creditworthy enterprises, loan terms that diminish the probability of business 
success, and Inadequate Investment in certain industries, firms, or communities 
could justify Government intervention, but only if benefits exceed costs. 

The Government might respond to inefficient markets by making direct loans to 
firms missed by the private sector. However, since the Government is likely 
inferior to private financial institutions in evaluating loan applications, 
inefficiency is better attacked by going after the causes. For example, 
federally sponsored financial intermediaries support secondary mortgage markets 
by standardising some loan terms and pooling similar mortgage loans. Reducing 
transaction costs is an important element in the success of these markets; 
individual Investors view securltized loans as being fairly homogeneous, thus 
reducing the time and expense of evaluating risk. 

Correcting Noncredlt-Market Failures 

Externalities (costs or benefits not captured in the price of a good) within 
the production and consumption process lead to inefficient market decisions 
because not all of society's costs and benefits are taken into account by the 
decisionmakers. Pollution is an example of a societal cost not reflected in 
the market price of the good being produced. As a result, private market 
decisions create a situation objectionable to society. The government is 
encouraged to Intervene through environmental regulations and financial 
assistance for pollution control equipment to achieve a level of environmental 
quality that society deems desirable. 

In addition to pollution, other nonreimbursable costs and benefits can arise 
during the production process, some of which are discussed in Appendix A, 
Since individual firms are not directly reimbursed fox the external benefits 
they may provide, or charged for the external costs they may incur, 
governmental intervention may be desirable in some Instances to convince firms 
to operate at the levels or locations desired by society. 

Maintaining Interregional Equity 

Location-specific assistance to businesses may be justified on equity grounds. 
Certain regions (Appalachla, rural America in general) have traditionally had 
slower growth rates and lower standards of living than have other parts of the 
country. If society believes that these regions deserve greater shares of the 
Nation's wealth, an argument can be made in favor of Government programs that 
increase employment opportunities through subsidies to rural businesses. The 
equity argument is fundamentally different from discussions based on market 
inefficiencies. Assistance programs based on efficiency considerations address 
root causes of regional economic growth problems under the assumption that 
these regions can develop on their own given a fair chance. But, programs 
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based on equity do not assume that regional problems can be corrected; they are 
meant to alleviate the symptoms. Thus, rural firms could be subsidized to 
encourage their continued operation even though It might be more efficient to 
move everyone to a city. 

Rural Finance System 

Federal policies designed to meet the financial needs of rural businesses 
should take Into account the nature of the financial system serving these 
businesses. The rural financial system comprises thousands of local providers 
of capital and financial services, spread out over the thousands of local 
financial systems serving rural America. 

There is no such thing as a "rural financial market" in the sense of a unified 
market serving the credit needs of rural America, Financial markets can be 
divided into national, regional, and local markets, with distinctions based on 
the geographic dispersion of market participants. Each level of financial 
market serves certain types of rural businesses. Rural branch plants of major 
corporations can access regional and national capital markets through their 
parent companies, but small Independent businesses are often confined to local 
capital sources. And the sources of capital available to rural businesses will 
vary according to a firm's age, size, and ownership structure, its line of 
business, the size of the markets in which it operates, and the purpose for 
which funds are being raised. 

Rural Capital Needs 

There are two basic types of financial capital: equity capital (conveying 
ownership of business assets) and debt capital (borrowed funds) . The 
distinction between the two is not always clear since funds are 
interchangeable. Owner equity might be obtained by borrowing from relatives or 
by mortgaging a house. The loans are personal in nature, without a direct link 
to the business. Venture capitalists sometimes provide funds in the form of 
convertible debt; if the firm is successful, the lender has the option of 
converting the loan into equity. 

While adequacy of local capital markets is often gauged in terms of the cost 
and availability of credit (debt capital), a business needs equity funding to 
get off the drawing board. Equity capital, representing ownership of the 
business assets, Is used initially to purchase equipment and to pay operating 
expanses (rent, wages, utilities, raw materials, products for resale, and 
advertising) before receipts catch up with expenditures. Equity funding is 
long-lasting capital, generally with no predetermined payoff requirements 
attached. Of course, the equity providers, whether owner-managers or outside 
Investors, wish ultimately to receive returns on their Investments. But equity 
capital may place the firm in a stronger position to make decisions based on 
longrun considerations. 

Once the business has satisfactory cash flow, the owner(s) can borrow from 
banks or other lenders to finance ongoing operations. Operating loans are 
generally designed to be self-supporting, making it possible for the business 
to sell products or services which generate the revenue needed to repay the 
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loan. A common loan finances a firm's Inventory, which may serve both as the 
collateral securing the loan and, upon eventual sale, the source of loan 
payments. Unlike equity capital, debt capital Implies no claim of ownership. 
Repayment generally follows a predetermined schedule that Includes an Interest 
component to reimburse the lender for the use of funds. 

A firm planning to expand the scale of its operations by purchasing new 
machines, building a larger factory, or training a larger workforce may have a 
choice between equity and debt capital to finance growth. Additional equity 
could come from internally generated retained earnings, If the owners have the 
patience to trade current dividends for future earnings, or through external 
sources. Retained earnings are a cheap source of capital but may not be 
sufficient. An infusion of equity from outside the firm makes possible greater 
an 1 , faster expansion, often at less cost than debt capital in terms of cash 
flow (dividend levels can be modified, but interest payments are fixed). The 
major drawback is that the owner and other original Investors have their shares 
diluted (unless they are the ones providing more equity), giving up claims over 
* portion of longrun profits and possibly losing control of the company. Debt 
maintains owner control and leverages existing equity, but prudent management 
and lender restrictions limit the amount of debt that can be incurred. 

Sources of Capital 

Budding entrepreneurs must usually provide much, if not all, of the equity 
capital needed to start a business. A survey of 134 new, small firms in 
Wisconsin showed that the entrepreneurs' own money was the only source of 
beginning financing for 74 percent of the sole proprietors, 60 percent of the 
partners, and 48 percent of the stockholders surveyed. In other Instances, 
owners also used personal loans at banks (such as a second mortgage on the 
owner's residence), or borrowed funds from the previous owner, insurance 
policies, or relatives to increase equity In the business (3) .2/ Venture 
capital Is probably less formal in rural areas, with local Investors 
individually providing funds rather than through organized venture capital 
funds. Venture capital funds Invested around $3 billion in 1983, with much of 
this going to new or young firms. But, only about 1,000 firms received this 
sort of financing (11). 

Corporations holding less than $10 million In assets had an average of 2.2 
percent of their purchased assets financed by external capital (table 1). A 
larger share came from shareholders 9 loans and retained earnings, but 
depredation was the largest individual source of equity capital listed in 
table 1. The table indicates that small businesses are successful at obtaining 
debt capital, with three categories of debt (trade, other short-term, and other 
long-term debt) together almost equaling depreciation. 

Input suppliers are frequently a major source of short-term debt capital. 
Supplier or dealer credit gives small businesses time to sell sufficient 



2/Under scored numbers in parentheses refer to sources listed In the 
References section at the end of the chapter. 



14-5 

ERIC 34 . 



products to pay for ueeded materials, a fairly low-cost method of financing 
small-sized Input Inventories. Loans from banks and other sources serve 
different purposes that are often related to the maturity or size of the loan. 

Unlike the banking systems of many countries , American banks do not make direct 
equity Investments. Instead, the banks' main role Is providing businesses debt 
capital In the form of short- and medium-term loans. Short-term loans provide 
working capital to cover a firm's normal operating expenses when monthly or 
seasonal variations In receipts leave a business temporarily short of funds. 
In some cases, a short-term loan serves as a temporary substitute for long-term 
financing (say, If Interest rates are expected to fall significantly In the 
next year). Medium-term credit finances leases (for buildings and equipment) 
and equipment purchases. Real estate and other long-term loans cover major 
purchases, such as land, buildings, equipment, or the business Itself (when the 
former owner sells out). 

Since small banks are believed to make the majority of small business loans, 
the small size of many rural banks should not In Itself give rural businesses 
trouble In obtaining bank loans. The quarterly "reports of condition" filed by 
all banks show that rural banks place smaller proportions of their loan 
portfolios In the form of commercial loans than do urban banks. But any 
perception from this data that rural banks are not doing their part Is removed 
when agricultural loans are added to commercial loans. Rural banks make a 
higher percentage of their loans In this combined "business loan" category 
(table 2). Many rural businesses have access to funds from larger financial 
Institutions within their local banking market. About 40 percent of rural 
counties are served by a branch or holding company affiliate of a banking 
organization with above $500 million in assets (90 . 

Although the commercial bank Is the dominant financial Institution in most 
rural capital markets, it is not the only source of loans in rural communities. 
Savings and loan associations (S&L's) generally have statewide branching 
authority and can make consumer and commercial loans. The Farm Credit System 
(PCS) and the Farmer Home Administration (FmHA) are important lenders to the 
agricultural sector. Despite of their well-publicized financial difficulties, 
they still have billions of dollars In outstanding loans. Because funds for 
these loans come from national financial markets, local deposits at banks are 
left free to support other activities. Other institutions, such as finance and 
Insurance companies, are generally less active in rural areas. 

Does the Financial System Work for Rural Business? 

Limited evidence suggests that the current financial system works reasonably 
well in rural America. Surveys of rural firms indicate that their owaers are 
generally satisfied with the performance of their primary financial institution 
0» However, data are available only for firms open for business at the 

time of the survey. Had prospective owners of ventures that closed or that 
failed to start due to lack of financing been Interviewed, they mi jht have 
expressed a different opinion. 

A few exceptions to the apparently efficient functioning of rural financial 
markets can be found. Certain types of capital (start-u? capital) are likely 
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to be scarce no matter where a business locates, and some Industries may not be 
well served by rural financial markets. While rural banks may be able to guage 
accurately local market conditions, they are less well suited to guage the 
economic viability of firms serving national or International markets. And, 
loan officers accustomed to making agricultural loans may not evaluate other 
types of commercial loan applications with the same precision as loan officers 
at urban banks who routinely make commercial loans. While there Is ample room 
for Information-based problems, the fact that job growth Is slow in rural areas 
does not necessarily imply that a problem exists with the rural financial 
market. The efficiency of the financial system needs to be judged on credit 
market efficiency criteria, not on whether the market provides an equitable 
distribution of capital, or whether it corrects for externalities and other 
noncredlt market failures. A failure to make loans Is a rural financial market 
failure only if private financial Institutions should be able to profitably 
provide capital to rural borrowers, but for some reason do not. 

Can banks continue to meet the debt capital needs of rural businesses as the 
rural ecrnomy changes? Yes, rural financial markets will continue to do a good 
job for existing customers and familiar types of rural businesses. Yet, the 
answer Is less clearcut for cases where a new sort of activity is Involved. 
Computers and modern methods of communication and transportation make location 
less important for many types of economic activities. For example, computer 
software can be written anywhere. Rural entrepreneurs served by small 
community banks may find credit difficult to obtain when their product line 
differs significantly from that familiar to the banks. If rural development 
proceeds gradually, rural financial markets should be able to continue 
financing the bulk of rural credit needs without Federal Involvement. However, 
if the development process calls for radically altering the mix of local 
businesses, the credit delivery system currently operating in many rural 
communities may have to be altered. And If the financial institutions serving 
rural communities are asked to provide credit to correct for nonflnanclal 
market efficiency problems or to encourage a more equitable distribution of 
societal wealth, then some degree of governmental involvement is necessary. 

Federal Financial Assistance Programs for Rural Businesses 

The Federal Government assists the business community in a number of ways. 
This paper Is concerned with direct financial assistance programs, but It is 
Important to note that financial assistance is also provided by State and local 
governments via Federal Income tax expenditures, and nonflnanclal assistance is 
provided to a wide range of business firms. Various ways the Federal 
Government helps American businesses, other than through its direct financial 
assistance programs, are briefly discussed In Appendix B. 

Direct Federal assistance has not been a very Important source of capital for 
nonfarm businesses. Direct loans and loan guarantees from the Federal 
Government amount to less than 5 percent of nonfarm business financing, 
according to one recent estimate (2). Direct Federal assistance is much more 
Important within the agricultural sector. Direct Government payments amounted 
to an estimated 46 percent of net farm Income in 1986 (12) . This section will 
emphasize the nonfarm business assistance programs administered by the Federal 
Government. 



The Federal Government provides financial assistance to nonfarm businesses 
through several programs. Table 3 provides funding levels on the major Federal 
programs which provide financial support, either directly or Indirectly, to 
rural businesses. Only programs available to a wide range of business firms 
are highlighted In the table. The Small Business Administration (SBA) has the 
largest presence In the small business area. While the SBA' 8 programs are not 
tailored to rural development objectives, the Importance of small businesses 
within the rural economy makes the SBA programs Important to rural America 
(10) » The SBA's main program guarantees up to 90 percent of loan principal for 
eligible bank loans to small businesses. Banks may sell the guaranteed 
portions of loans In the secondary market. Interest rate ceilings for these 
loans are set by the SBA. The program serves businesses that cannot obtain 
credit or comparable loan terms on their own; loans guaranteed by the SBA are 
much more likely to have maturities w j*e 5 years than Is the case for other 
business loans made directly by banks (2). The SBA also -takes direct loans, 
but has greatly reduced Its direct lending over the past xew years (table 3). 
In addition to Its main program, the SBA has specialized programs for 
businesses owned by low-Income persons, handicapped entrepreneurs, and 
veterans, and administers special energy and disaster loan programs. 

In addition to Its Individual loan programs, the SBA also assists small 
businesses through programs that support small business development 
corporations (SBDC) and small business Investment companies (SBIC). The SBDC 
programs make long-term capital available to emerging small businesses. The 
SBA lends or guarantees loans to quasi-public corporations which, In turn, 
purchase real estate and other long-lived capital assets for the use of 
eligible small businesses. Through Its SBIC program, the SBA encourages 
Investors to make equity Investments In eligible small businesses. SBIC 1 8 are 
private corporations which use funds borrowed from the SBA to make loans or 
Investments In small businesses (_7, 13). 

While considerably smaller than they have been In the past, the Federal 
Government continues to administer loan programs specifically to generate 
economic development. FmHA v s business and Industrial loan program (B&I) Is 
similar to the SBA's main Individual business program, guaranteeing up to 90 
percent of private sector loans to eligible businesses. B&I Is targeted at 
rural areas, but Is much smaller than the SBA 1 8 presence as a rural lender. 
Unlike the SBA, the B&I Is not targeted toward small firms and, in the past, 
tended to make fairly large loans 07)* The Economic Development Administration 
also administers a business loan and loan guarantee program to provide 
financial assistance to businesses In redevelopment areas. Like B&I, its 
objective is to provide job retention in targeted areas by assisting firms 
unable to find private capital. The Department of Housing and Urban 
Development makes direct loans to businesses and other organizations 
rehabilitating both residential and nonresidential properties within targeted 
areas as part of their neighborhood revltallzatlon program. 

In addition to these direct financial assistance programs, the community 
development block grant and the urban development action grant programs provide 
grant 8 to State and local governments which are often used to support private 
business development. Both programs earmark funds for rural areas. Program 
funds can be lent to businesses at subsidized rates or used to leverage private 
credit for desired business development and expansion. 
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The Federal Government also administers loan programs targeted for specific 
Industries or segments of the economy. Though the programs are large, they are 
not available to support general business development efforts and will not be 
described in any detail. The Rural Electrification Administration (REA) makes 
direct, subsidized loans to rural electric and telephone cooperatives. In 
1983, REA'S loan portfolio had a book value of $13.3 billion (2). Through 
direct loans, loan guarantees, and Insurance, the Export-Import Bank (ExlmBank) 
tries to Increase American exports by subsidizing loans to foreign customers of 
American firms. Loans often cover expensive items, such as commercial jets, 
that require longer term financing and for which other exporting governments 
compete to provide subsidies. 

Evaluating Federal Credit Programs 

While the economic goals of Federal financial assistance programs — a more 
efficient and equitable economy — may be laudable, their actual effects on the 
economy may be far from those Intended by the legislation. Federal assistance 
redirects productive resources. If assistance does not go to the Intended 
target, or if the wrong amount of assistance Is delivered, economic 
Inefficiency and a less equitable distribution of income' and wealth could 
result. For example, If programs designed to keep family-sized farms In 
business result In too many productive resources being devoted to agriculture, 
society's costs may exceed program benefits. Many analysts believe Government 
farm programs are at least partly to blame for the current financial crisis In 
far mi ng • 

Measuring the success of Federal credit programs is difficult. Counting the 
increase In jobs at firms that received loans through the program Is not 
satisfactory because some jobs would have been created In any case. If 
assisted firms take business away from other companies, part of the job growth 
Is Illusory. When the Federal Government provides credit to targeted firms, 
other potential borrowers pay, either through higher Interest rates or through 
tighter loan requirements (with their associated loan rejections). From 
society's point of view, governmental action is justified only If the program 
yields net positive utility (that is, benefits outweigh costs). 

When equity goals are being served, evaluation is even more troublesome. What 
is "lewed as an equitable program by some may be viewed as a costly waste of 
Government resources by others. Programs which assist one's constituents are 
generally viewed as being more equitable than programs which do not. Public 
support for programs will be lessened If private lenders feel that the 
Government Is taking business from them, or firms believe that their 
competitors get an unfair advantage by receiving government assistance. This 
becomes more likely If not all loans go to firms in the target group, or the 
target Is not well defined. Since most Federal assistance programs were either 
set up to address several policy objectives or have become multlobjectlve 
programs over time, they tend to have broad, ill-defined targets. 

The main SBA program Illustrates several of these points. It seems to have 
elements of both efficiency and equity as goals. Loans are Intended to go to 
small businesses missed by the private sector. At least 22 percent of SBA 
loans would have been made by private lenders In the absence of SBA guarantees 
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concluded a recent study of Federal credit programs (2). Thus, one can argue 
that the Government was competing with private lenders for the portion of the 
22 percent that were made directly (not guaranteed) by SB A. If true, perhaps 
ellglbllty standards need to be tightened by making sure that prospective 
borrowers are not eligible for affordable credit from private sources before 
admitting them to the program. High default rates on S5A loans (compared with 
banks) led the same researchers to conclude that lack of debt capital from 
private sources Is not a problem, since creditworthy borrowers would have lower 
default rates. This may or may not reflect a weakness In the program. If 
equity considerations led to deliberately risky loans, high default rates are 
to be expected and may be acceptable If benefits to society from successful 
firms exceed the default costs. 

Federal Options for Influencing Business Investment 

Federal financial support for business has been provided mostly through credit 
programs and the tax code. With few exceptions, farm programs being the 
largest, financial support Is rarely provided through direct payment programs. 
The tax code can effectively Influence decisions by Industries and broad 
classes of firms. However, for targeted assistance to specific firms or groups 
of firms, credit programs are often less cumbersome to Initiate and are easier 
to alter as policy objectives change. Nonetheless, credit programs have their 
drawbacks and are not Ideally suited for addressing all types of policy 
objectives. 

Federal credit programs, with the active Involvement of private lenders, can 
adequately address credit market failures because mechanisms can be developed 
which solve underlying problems. In dealing with financial market 
Inefficiencies, the Federal role should primarily be to act as a facilitator, 
using loan guarantees to direct funding to firms that would have received 
private lender financing had the financial market operated efficiently. 

For meeting equity goals, or for alleviating problems associated with market 
failures unrelated to the operation of financial markets, credit programs are, 
at best, an alternative to direct payment programs. They are popular for 
several reasons. Credit programs that operate through gaarantees on privately 
placed loans are not Immediately reflected in the Federal budget as 
expenditures; direct payments are. Guaranteed loan programs can look almost 
cost-free when In fact billions of dollars worth of potential obligations are 
outstanding. 3/ The idea that government will be reimbursed for the assistance 
it provides makes loan programs, even those with heavily subsidized Interest 
rates, easier to justify to taxpayers and competing firms. 

The major drawback with using credit programs to meet equity goals Is that the 
targeted recipient must botrov funds to receive the Intended subsidy. This 
requirement greatly reduces the benefits for some recipients, thereby reducing 
the effectiveness of the program. Lending programs can result In Inefficient 
Investment decisions which needlessly add to societal costs. If business 



3/Proposed legislation would place credit programs directly In the unified 
budget by obtaining actual or estimated values for their associated subsidies 
(1, 2). 
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assistance programs are to be used to achieve rural development goals, programs 
need to be designed which minimize these problems while addressing the 
underlying policy objectives. 

Programs to Correct Rural Credit Market Failure 

Reducing the transaction costs of lending to rural businesses might aid rural 
development by encouraging rural financial service providers to finance more 
creditworthy businesses. Government guarantees can encourage private lenders 
to make loans to creditworthy borrowers who would not otherwise receive 
financing. The Federal Government might also alleviate this situation through 
lender education programs, technical assistance programs for both lenders and 
borrowers, and the development of secondary market Institutions. 

Guarantees are generally preferred over direct Government lending since the 
object of the policy Is to alter private lender behavior. Government funds are 
leveraged by guaranteeing loans rather than Issuing direct loans. Aside from 
administrative costs, payments are made only when borrowers default and the 
Government guarantee comes Into play. The key Issue Is, how do you restrict 
the program to truly marginal yet creditworthy borrowers? Guarantee programs 
typically are structured so that the private lender shares the risk, say, by 
guaranteeing less than 100 percent of the principal. The Idea Is to give 
lenders sufficient Incentive to police the creditworthiness of borrowers, but 
sufficient protection so they will make risky loans. On the other hand, rural 
development goals will be advanced If scarce program funds go to borrowers that 
would otherwise be turned down by private lenders. Government programs 
designed to assist creditworthy borrowers that were somehow missed by private 
lenders should become self-financing. That Is, the program Is hitting Its 
target If default rates do not significantly differ from those of marginal 
borrowers that find financing from private lenders. 

A second potential credit market problem hampering rural development Is the 
fragmented nature of financial markets. If barriers exist that prevent the 
free flow of loanable funds to their best use, then development efforts might 
be advanced by Integrating rural financial Institutions more fully Into 
national financial markets. Federally sponsored secondary markets for 
agricultural and commercial loans could encourage rural lenders facing capital 
shortages to make business loans to creditworthy businesses by assuring lenders 
an outlet for the loans they originate. At the same time, nonlocal capital 
would be available for businesses meeting creditworthiness tests, and 
competition among lenders could be expected to hold down borrowing costs. 

Efforts to break down credit market barriers and overcome Inefficiencies may 
help rural development by facilitating the business financing process. They 
would not, however, generate development where the potential did not already 
exist. If strategies are needed to Influence the location of economic 
development by altering the return on Investment, then other business 
assistance programs will be needed. 
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Programs to Promote Equity 



The loan guarantee and secondary market programs envisioned above could help 
rural entrepreneurs obtain financing for creditworthy businesses, but neither 
program Involves a subsidy for assisted businesses. But, what If rural 
businesses are Inherently more risky, or less profitable, because of the lack 
of economies of agglomeration? What If -Inefficient" levels of economic 
activity are desired on equity grounds, or to correct for external benefits of 
production? In these Instances, Improving the efficiency of financial markets 
will not achieve development goals and might even depress development 
potential. Programs are needed that convey a subsidy to the targeted 
businesses. 

When the development problem Is not due to a credit market failure, there Is no 
economic justification for adopting credit programs to address the problem. In 
those Instances where a subsidy Is required to promote equity or to encourage a 
desirable level of economic activity direct payments to Individuals and firms 
la the most straightforward means of attaining development goals. Direct 
payments are heavily relied upon to meet U.S. agricultural objectives. In 
addition, they have been used to ensure rail and airline service to communities 
along unprofitable routes. Their major drawback appears to be political, 
direct payments are politically more sensitive, and more difficult to justify, 
than Indirect subsidies administered through loan programs. Thus, loan 
programs, particularly loan guarantee programs, are often selected as the 
preferred policy tool. 

Whether through direct loan programs or through loan guarantees, programs that 
Involve subsidies place the Government In the role of "lender of last resort." 
The Government helps businesses obtain financing that would not be provided by 
efficient private capital markets. Benefits may exceed costs from society's 
point of view; but in the budget, the program will show up as having net 
outlays. Subsidies arise through charging below-market interest rates, and 
accepting riskier applicants, which results in relatively high default rates. 

The trend in Federal Government credit programs 13 toward loan guarantees, but 
their Inherent advantages are much less obvious for meeting equity-type 
objectives. Program objectives require that a subsidy be paid to the 
participating business, but the very existence of subsidized rates will attract 
nontargeted firms as well. If the targeted firms are risky, private lenders 
would have an Incentive under most guarantee programs to substitute 
creditworthy firms for Intended noncreditworthy firms. Without close 
supervision, there would be no guarantee that the entire subsidy would be 
passed through the private lender to the borrowing firm. Direct loans allow 
the government more control over who gets loans, the loan size, and other 
terms. Direct loan programs may permit better controls over potential 
liabilities and program costs by retaining all aspects of the 
transaction— evaluating loan applications, disbursing funds, and supervising 
repayment of loans— within the government agency. Direct loans might also 
provide the administration and Congress more oversight opportunities. If the 
pool of loanable funds i* fixed, additional loans can be made only as old loans 
are repaid or upon requesting new appropriations. 
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Programs to Encourage Business Formation 



Direct payment and credit programs may not be the answer when a lack of equity 
capital the problem. Most firms are considered too risky at the development 
stage to uallfy for debt capital. While governmental credit programs can 
provide direct loans or coax private lenders to provide credit under a 
guarantee program, subsidised loans may not adequately compensate Investors for 
the risks they face. And direct payment programs may not be sufficient to 
finance the start-up costs of new firms. Equity capital lowers the firm's 
immediate costs and gives the Investor potentially large longrun profits as a 
tradeoff ror risk. 

When risks are high, knowledgeable entrepreneurs may not make desired 
Investments. Society might be well served by subsidizing a number of business 
formations knowing that a high percentage will fall, as long as the surviving 
firms generate sufficient societal utility. However, Individual lenders, 
Investors, and entrepreneurs base their Judgments on whether their particular 
firm Is likely to survive and prosper. Credit programs that require private 
lenders and entrepreneurs to risk losing all of their Invested funds when a 
business falls may not elicit enough private Investment to meet program 
objectives. Credit programs that shift all of the risk to the Government are 
likely to be prohibitively expensive. In such Instances, an equity 
participation program would allow the government to assume more of the risk of 
business failure while receiving a payoff commensurate with these risks. Thus, 
jocletal goals could be attained without necessarily providing surviving firms 
a windfall gain paid for by falling firms and Government subsidies. 

As an alternative, perhaps the Government could provide Incentives for private 
venture capital pools and SBIC'S to be more active In rural areas. Risk would 
be lessened due to diversification of equity Investments, and Investment 
decisions would be left to private interests. But the viability of such an 
approach depends on the nature and magnitude of required Government incentives. 

Conclusions 

The Federal Government has a legitimate role to play in rurel economic 
decisionmaking. Without suggesting that tinanclal assistance to business Is 
the only plausible response to lagging rural economies, we suggest it be 
considered a viable policy tool for furthering rural development goals. If the 
societal benefits of Government Intervention are greater than the inevitable 
costs, then an economic argument exists for adopting appropriately designed 
Federal financial assistance programs. The form of assistance should be 
determined by the problem that Is being addressed, subject to the many other 
considerations that determine Federal policy. 

If creditworthy loans are not being made due to Imperfect information, loan 
guarantees may be best because expected loan losses are low and funds are 
leveraged. But, direct Government assistance (direct payments or loans at 
subsidized Interest rates) may be more appropriate In cases where equity 
considerations or noncredlt-related market failures require governmental 
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subsidisation of participating businesses. In sune Instances, eqv'ty 
participation Is the onJy equitable way government assistance can be provided 
to meet societal goals. 

The effectiveness of direct financial assistance as a rural development tool 
can be enhanced or undermined by the presence of other business-oriented and 
nonbusiness rural development initiatives. Financial assistance Is only one 
appioach toward fostering a more vigorous rural business sector. Technical 
assistance, job training programs, tax policies, State and local government 
actions, and other types of programs can nurture business growth. Furthermore, 
other rural developnent initiatives—investing in rural infrastructure, rural 
education, rural health facilities — are needed to supplement business-oriented 
programs. Any approach to rural development which places too much weight on 
any ore development tool is doomed. Only through a set of policies which takes 
social and economic Interdependences into account can scarce funds be used 
effectively to foster rural development. 
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Market Failures Unrelated to Financial Markets 

S 1 w% n ?i rket8 ^ n0t allocate "sources efficiently in all instances. 
Market failures can occur when the true costs and benefits associated with the 
production and consumption of a good or service are not factored into 
tltir addition » ^allocations of resources are seldom costless, and 

o^M n8 ^ no \ b V quUably distributed from society's point of ^iew. 

Tmore JesiraSir ^ '° rt ° f 8 ove ^ n tal involvement to encourage 

a more desirable economic outcome. 

Correcting for Externalities of Production 

Nonreimbursable costs and benefits can arise during the production process. 
Within a rural development context, one important benefit may be the spiritual 
Pleasure society derives from the existence of certain types of enterprise^ 
^" - I H am V nd ""J 1 inde P- d -t businesses. 2 addition Gnomic 
stability heightened competition, and more rapid technological innovation -re 
all societal benefits th,t have been attributed by some to the operation of 
many independent business firms. To the extent that America's vision of itself 
ITtl^ if* COn "T' exi8tence of these types of establishments, society may 
ramiJv TJLIVI a 7 bU8ine88 deci8ion8 ' p rivate markets do not aUow 

I^I/a I f S "c bu 8inessmen to charge for any external benefits they 

flZ iV fVf them W ° Uld continue to Produce in the absence of some 

I2?n?frf7? ^ inter r ention ' Farm B«PP°rt programs and Small Business 
Administration (SBA) activities derive much of their political suppor? from the 
notion that program beneficiaries deserve some level of governmentTsuWort as 
compensation for the "unfair" treatment they receive at "he hands of the 

Correcting for Agglom eration Economies and Diseconomies 

^rw bU8 i ne88e8 "I» have trouble competing for resources, even in efficient 
ZllJll ^ C8U8e I nheren ^ ^vantages enjoyed by urban firms that arise from 
agglomeration economies (efficiencies that are made possible by the close 
proximity of various economic units). These economies can occur withic a firm 
because of scale economies in production (lower average cost as the si e of the 
£Z . \ ° r ag « lomeration •concmle. may be Sue to external economies" 

made possible by lower transportation and communication costs when suppliers 
or even competitors, are close by. suppliers, 

Government assist^., to achieve agglomeration economies in rural communities 
reaufrL 6 8UPP ° rt f d in 8everal wav8 « " the number of related businesses 
111 I V agglomeration economies is not large, government programs might be 
the key to achieving the necessary aggregation of «nr .rprl.es. This woulT 
a ^ m "! ; i ^ an ; i indu8t ry" argument; if you provide enough help 
(protection) initially, industries will grow and prosper on their own in rural 
ar 60s • 
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Agglomeration diseconomies (Increased costs as the number of enterprises at one 
location Increases) can develop because of congestion, such as traffic problems 
or water shortages. Since these costs are not paid explicitly by private 
firms, businesses ma^ keep their urban 1 ocatlons even though society's costs 
outweigh the locatlonal benefits enjoyed by urban businesses. Thus It may make 
sense to help other areas attract firms and to develop agglomeration economies 
without reaching the point at which diseconomies overtake economies* Even a 
firm that realizes such an approach Is optimal Is unlikely to move to a rural 
town on Its own. Without government assistance, It would likely Incur higher 
production costs than Its urban-based competitors until enough other firms 
joined It at its rural location to trigger agglomeration economies. 

Maintaining Vital Industries and International Competitiveness 

Trade theory maintains that free international trade Increases societal 
welfare, with each country producing and trading those goods and services for 
which It has a comparative advantage. However, some believe that certain 
Industries — weapons production, energy and mineral extraction, agriculture, 
communication r and transportation — are vital to the national defense and 
well-being and should be partially protected from market forces. Government 
Involvement (trade restrictions, subsidizing American firms) may be necessary 
to Insure that the Nation maintains adequate productive capacity in vital 
industries when foreign producers enjoy a comparative advantage in their 
production. 

Business assistance may be justified if American firms face serious hardship 
because of unfair trading practices by foreign countries. International 
dumping of products (selling goods in other countries at prices below the cost 
of production) and unfair Import trade restrictions muy seriously dlstupt the 
operations of American firms. The best alternative for producing national and 
global economic efficiency would be negotiating an end to unfair trade 
practices, but short of this, the Federal Government can take unilateral 
actions to assist American firms hurt by unfair competition. One option for 
assisting firms Is to subsidize their operations, reimbursing them for costs 
imposed by international trade. 

Facilitating Structural Adjustments 

Difficult adjustments accompany £ny major economic change; rural America's 
change from a goods-producing to a services-producing economy Is no exception. 
To speed these adjustments, some argue that the Federal Government should help 
the private sector reallocate productive resources. Such assistance can 
include human resource development, and the retooling and restructuring of 
industries. Subsidies may help decliM«g Industries emerge as competitive 
producers, assist new fast-growth industries move to the productive stage of 
their development, and ease the adjustment of workers displaced by economic 
change. 
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Appendix B 

T ypes of Nonflnanclal Federal Assistance to Business 

At the most fundamental level, Federal efforts to maintain International and 
domestic peace and protect property rights spur the economy. Federal fiscal 
and monetary policies attempt to stabilize the financial environment (interest 
rates, price levels, exchange rates) within which business operates, improving 
the efficiency of the business community. Through its own activities and those 
of Federally sponsored agencies, the government tries to insure adequate 
supplies of debt and equity capital by smoothing the operation of he national 
and international financial systems. Federal data collection and dissemination 
efforts help business firms evaluate potential markets for their products and 
services. International trade agreements attempt to open foreign markets i'or 
American products while shielding American firms from unfair foreign 
competition. These governmental functions lower the risk of doing business and 
facilitate rather than influence decisionmaking. The Federal Government also 
attempts to Influence Investment decisions to encourage economic growth, both 
generally and among specific sectors of the economy. 

Federal Tax Provisions 

Through the Income tax code, the Federal Government attempts to Influence 
business and consumer spending decisions. Deductions, exclusions, and tax 
credits applied to both corporate and individual income taxes modify where 
investment dollars are channeled. The Tax Reform Act of 1986 tried to minimize 
intrusions of the tax code on private decisions by eliminating many tax 
incentives and reducing the effect of those that remain through lower marginal 
tax rates. But the tax code continues to Influence some types of business 
decisions, particularly for agricultural firms (5). 

Besides the tax code's direct Influence on business decisions, the 
deductibility of certain State and local government taxes and the exclusion of 
Interest paid on State and local government bonds from taxable income have 
encouraged these units of government to provide a wide range of business 
incentives of their own. Businesses benefit from the subsidies inherent in 
industrial revenue bonds, direct government loans, loan guarantees, interest 
subsidies, tax concessions, site preparation grants, industrial park and 
incubator facilities, and other programs offered by State and local governments 
to attract and hold business firms (6). While the 1986 Tax Reform Act placed 
strict limits on the amount of private purpose debt that can be Issued, it left 
State and local governments with the responsibility of allocating funds among 
eligible users. Most State and local business assistance programs do not 
directly involve the Federal Government but subsidies to businesses that take 
advantage of these programs bring about a loss in Federal tax revenue. And 
while taxpayers nationwide help subsidize targeted firms, benefits do not 
always accrue to the Nation as a result of these Federal rax expenditures. 
Most State and local government programs were designed primarily to influence 
the location of business activity, yet their widespread use severely limits any 
affect Ftate and local programs might have on channeling resources on either 
equity or efficiency grounds. 
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Federal Spending Programs 



While most of the Federal Government's expenditures are for the purchase of 
goods and services needed to provide public goods, a portion of these 
expenditure dollars also support targeted business activities. Directed 
procurement programs, such as the Buy America Act or siuall business set-aside 
programs, shelter the recipients of Federal contracts from competition from 
nontargeted firms. The Buy America Act supports national defense and other 
vital industries by giving them sole access to Federal procurement dollars. 
Likewise, the small business set-aside requirements associated with Federal 
spending programs are used to support small and minority-owned businesses. 

In addition to its procurement activities, the Federal Government also supports 
certain industries and firms through the sale of government-owned resources. 
For example, the sale of water to farmers and landowners at artificially low 
rates subsidizes of Federal water project customers. Providing other 
resources, such as mineral and oil reserves or timber cutting rights at 
below-market rates, supports natural resource-based Industries to some extent. 

Technical Support and R&D Activities 

In addition to financial support, the Federal Government also provides 
technical support to the business community. The SBA has a management 
assistance program to assist businesses. The Minority Business Development 
Administration and the Economic Development Administration within the U.S. 
Department of Commerce provide technical assistance programs targeted toward 
minority-owned businesses and economically disadvantaged entrepreneurs. The 
USDA'S Extension Service provides technical assistance to farmers and other 
rural businessmen. In each case, expertise is provided by the Federal 
Government either free of charge or at subsidized rates. 

The Federal Government also subsidizes the business community through its 
research and development activities. The Agricultural Research Service within 
USDA Provides the agricultural community with commercially viable scientific 
developments which reduce the cost of farming. The Department of Defense, the 
Department of Energy, the Department of Transportation, and various Independent 
agencies also administer sizable R&D programs which transfer innovative 
technologies and product lines to the private sector (14). 

Federally Sponsored Credit Agencies 

While not strictly a Federal Government responsibility, Federally sponsored 
credit agencies benefit from their close relationship with the Federal 
Government and perform tasks consistent with Federal policy. Several agencies 
operate in the home mortgage market and the Student Loan Marketing Association 
supports a secondary market for Federally guaranteed student loans. None of 
the Federally sponsored credit agencies Is concerned with general business 
financing. However, the Farm Credit System (FCS) provides credit to the 
agricultural sector through a system of cooperative land banks and production 
credit associations. FCS funds the real estate and production credit needs of 
farm borrowers by selling notes and bonds. Because bond investors believe that 
the agency status of the FCS is equivalent to an implicit Federal guarantee, 
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they lend funds at lower Interest rates to FCS than to private borrowers. Farm 
borrowers are subsidized in turn as the FCS passes on its savings on borrowing 
costs in the form of lower loan rates. 
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Table 1 — Sources and uses of funds by small and large nonfarm, nonfinancial 
corporations, 1978-80 average 



Size of corporation 
Item Small Large 



Billion dollars 

Total Funds 85 435 

Sources of funds: Percent 
Internal — 

Depreciation 36.9 24.8 

Retained earnings 14.1 16.6 

Other Internal 4.5 1.4 
External — 

Trade debt 10.8 9.0 

Other short-term debt 14.0 17.0 

Capital 2.2 9.4 

Shareholders' loans 5.7 0 

Other long-term debt 11.8 21.7 

Uses of funds: 

Plant and equipment 50.9 47.1 

Inventory 12.3 8.0 

Receivables 17.0 17.3 

Other assets 10.6 19.7 

Other tangible and intangible 2.5 6.5 

Cash 6.7 1.4 



Source: (11), Charts 3.2 and 3.3. 

Table 2 — Business loans of metro and nonmetro banks as a percentage of 
total loans, dec. 31, 1985 If 



Bank location 

Item Nonmetro Metro 



Percent 

Total business loans 46.1 32.9 

Commercial and industrial loans 20.2 28.5 

Agricultural loans 25.9 4.5 

T7 A bank is classified metro or nonmetro depending on whether or not 
Tts headquarters office is in a county belonging to a metropolitan 
statistical area. Agricultural loans include agricultural production 
loans and real estate loans secured by farmland. 

Source : (8) . 



14-21 3$ 



M5le 3 ~^ al P" 58 ™" 8 P 1 ^ 1 ^ flnancial assistance to rural nonfarm businesses, budget allocations for fiscal 



Agency and program 



1980 



1981 



1982 



1983 



1984 1985 



1986 



1987 



Snail Business Administration: 

Individual business loans (direct) 316.2 

Individual business loans (guaranteed) 3,036! 1 

9nall business development corp. loans (direct) 48.6 
Snail business development corp. loans (guaranteed) 250.0 

9nall business investment corp. loans (direct) 181 .3 

Farmers Home Administration, USM: 

Business and industry grants 10.0 

Business and industry loans (guaranteed) 1073.8 

Economic Development Administration, URDC: 

Business assistance loans (direct) H6.4 

Business assistance loans (guaranteed) 425.0 

Department of Housing and Urban Development: 
Goronjnity development block grants 3 862.0 

Urban development action grants 675.0 

Rehabilitation loam 214.2 



285.8 
2,834.1 
14.1 
100.O 
201.2 



5.0 
741.0 



54.1 
425.0 



Million dollars 



150.9 123.7 
1,532.0 2,129.7 
11.6 15.4 
150.0 250.0 
161.4 185.6 



201.3 
2,680.0 
30.5 
350.0 
291.0 



202.0 
2,740.0 
33.5 
450.0 
297.0 



57.0 
2,567.0 
33.5 
383.0 
278.0 



58.0 
2,548.0 

35.0 
373.0 
272.0 



300.0 300.0 300.0 61.4 95.7 



95.7 



150.0 



17.0 
20.0 



3,694.6 3,456.0 4,456.0 
675.0 473.7 440.0 
132.3 49.9 44.9 



18.1 
150.0 



3,468.0 
440.0 
132.1 



150.0 150.0 150.0 



3,468.0 2,990.0 3,000.0 
440.0 315.8 225.0 
72.0 200.0 



No funds allocated 



Source: ftccerpts from NADO News , December 5, 1986, pp. 3-4. 



CHAPTER 15 



HUMAN RESOURCE POLICIES AND ECONOMIC DEVELOPMENT 



^ggy J. Ross and Stuart A. Rosenfeld 



Abstract . The economic vitality of rural communities depends on the 
availability of a high-quality work force. The public investment in 
education and training programs has been substantial, but the allocation 
of resources to rural areas is proportionally less than to urban areas. 
Furthermore, few programs address the unique needs of rural communities 
and rural people. Education and training programs have made modest 
differences in the lives of rural residents, but they have not elimi- 
nated, nor even substantially reduced, poverty among rural families. To 
develop human resources in rural areas, programs and policies need to 
meet the most pressing rural needs, including the alleviation of poverty. 

The human element is essential for the economic development of rural America. 
Tha economic vitality of rural communities depends on the availability of a 
h'.gh-quality work force. Rural workers, if they are to acquire the knowledge, 
skills, and behaviors needed to function productively in the modern workplace, 
require ongoing access to quality education and training. However, the success 
of human resource development rests on more than finding ways to expand and 
strengthen education and training. It invariably hinges on finding better 
solutions to the myriad pi obi ems caused by chronic poverty and social 
deprivation, and on creating jobs that provide adequate incomes (6). 1/ 

Investment of Federal funds in human resources development to achieve 
economic goals has historically centered around three sets of policies and 
programs : 

o Public education. 

o Employment and training programs oriented toward increasing 
productivity, replacing skill shortages, revitalizing depressed 
economies, and retraining or relocating hard-to-employ or displaced 
workers. 

o Poverty programs that contain provisions or requirements for training or 
job placement activities — often as a condition for receiving other 
program benefits. 



Peggy Ross is a rural sociologist in the Agriculture and Rural Economy 
Division, ERS, and Stuart Rosenfeld is Director of Research and Programs, 
Southern Growth Policies Board. 

1/ Underscored numbers in parentheses refer to sources listed in the 
ReTerences section at the end of the chapter. 
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advanced technical knowledge and skills. Education programs in high schools, 
vocational-technical centers, community colleges, and universities that develop 
fundamental work-related skills and behaviors encourage existing businesses to 
expand and upgrade their operations and serve to attract new business and 
industry. If local workers lack the education and skills needed to be flexible 
and technologically responsive, industries will rely on workers from outside 
the local community to supply their needs. Thus, a community could experience 
economic growth without a substantial share of the local work force benefiting 
from new jobs (28, 30, 31). 

Second, education and training programs Foster long-term economic growth by 
providing a setting for the development of leadership, business, and innovative 
skills that new entrepreneurs need to succeed. The unique philosophy of 
vocational agriculture, which equips youth with skills that help them become 
successful farm operators or managers of farm-related businesses, may give 
rural areas an edge in entrepreneurial development. 

Third, both the availability and quality of public schools as well as access 
to colleges, universities, and technical institutions, contribute to a business 
climate that enables industries and businesses to recruit and retain a high- 
quality professional and technical work force. In the past, low taxes and low 
expenditures Increased a State's or a community's attractiveness to business. 
Today, however, industries want better schools for employees and their children 
and are willing to pay higher taxes to have them (29). 

Fourth, the institutions and agencies that operate and administer education and 
training programs contribute to the overall economic climate of a community 
through the jobs they create and the local goods and services they utilize. In 
small rural economies, institutions and public agencies administering education 
or training programs are one of the major sources of employment and a major 
market for local businesses. 

Changing Needs For Human Resources 

Assessing the value of the rural human resource base requires information about 
the existing inventory of skills, knowledge, and behaviors, the kinds of 
skills, knowledge and behaviors required now and in the future, and the extent 
to which the two match. Requirements for human resources are subject to more 
dramatic change than are the capabilities of the local work force. Whereas 
skills and knowledge are acquired slowly and require sizable investments of 
time and money, needs for different kinds of human resources can arise 
dramatically and change abruptly. New technologies, new business openings or 
closings, and business expansions may demand radically different skills, 
knowledge, and behaviors in a relatively short period of time, and the value of 
a rural community's human resources can drop sharply if the work force is not 
adaptable to the changing needs. 

Anticipating changes in the needs for human resources in the future is one key 
to increasing the value of the local labor force. What changes are most likely 
to alter rural human resource development programs and policies? 




The continued decline of farming employment and recent losses of manufacturing 
employment are altering rural human resource needs. For example, a^ hSf of 
all southern nonmetro counties lost manufacturing jobs from 1977-82. The U.S. 

W P 33 Trl Jil f ?nl\lTll* th8 f alth ° Ugh t0tal e »P lo yment in the Nation grew 
by 33 percent from 1972-86, employment as operatives declined by 14 percent. 

^d ^cLTi gr ° Wt ^ in ^oyment was in sales (10 percent) and professional 
and technical occupations (6 percent) (13). 

?ar^.?r a8 i that i n ° l0nger Can a " raCt branch P lant8 to supplement or replace 
agricultural employment now must depend more heavily on small business growth 
entrepreneurship, service industries (tourism, health, and retail trade, 
natural resources), and, in some more fortunat- locations, industries that 
produce or rely on sophisticated technologies. 

Perhaps the most striking change in the rural workplace is its growing 
resemblance to the urban workplace. Rural lifestyles, however, remain 
somewhat different and farming, even on a part-time basis, gives a unique shape 
to rural economies, so small differences in the occupational mix in metro and 

l^ll Ia a r a8 „ rena I n ; *°/ in " ance » in 198 °. «°n»etro areas had fewer workers 
employed in managerial and professional specialty occupations and in technical, 
saies, and administrative occupations and more working as operators, 
fabricators laborers and, of course, farmers. But, for the most part, the 
work that urban and rural people do between nine and five is increasingly 
similar (5). 

In the future, work will likely become even more similar as workers begin to 
make more use of new technologies. For example,, in 1980, 12 percent of all 
youths between the ages of 16 and 24 were employed in high-tech occupations 
(2). In 1984, 30 percent of the work force are in occupations that use or soon 
will use computers (9). By 1990, three out of four jobs will require education 
and technical skills beyond high school (18). As a result, only one out or 
:2ffi ^ re<lU 68 r ° te memory now « while nearl y half squire analytical 
liililin? <? e r en e w * llt J 1 dl -l""tlc skills, and 5 percent require abstract 

Itn^A 8 "P' ***** 8tl11 argUe that tech "°lo8y «iH reduce the need for 
skilled work, and undeniably it does simplify some aspects of work. But the 
preponderance of evidence leans toward the need for higher-order skills in the 
workplace and a concomitant change in the educational curricula. A study by 
the National Academy of Sciences expresses the needs most succinctly: command 
of the English language; reasoning and problem solving; reading; writing- 
computation; knowledge of science and technology; adeptness at oral 
communications and interpersonal relationships; knowledge of social and 
economic studies; and good work habits and attitudes (17). 

The ability to make use of higher-order thinking skills for economic 

JninS'ji h T Ver ' depend8 n0t ° nly on e »P lo yee competency, but on how work 
is organized and managed. More educated workers are being given greater 
responsibility and autonomy in performing jobs and, thus, have greater 
opportunities to use their skills and experience. Although data are lacking on 
the extent of these changes, management that is more participatory and less 
hierarchical is being widely embraced by both management .nd labor and by both 
liberals and conservatives. Thus, if not already common practice, increased 
responsibility will very likely become a self-fulfilling prophesy. 
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Ray Marshall writes: "it seems clear that emerging technologies will produce 
rapid changes, placing a high premium on adaptable organisations, institutions, 
individuals, and policies" U4). 

As the workplace changes, forces in both the domestic and global economies are 
placing new stresses on rural economies. The rural unemployment rate has 
doubled in the last decade from 4 percent in 1973 to over 8 percent in 1985 
(table 1 — see tables at end of chapter). And, underemployment exacerbates the 
situation further. Over 6 percent of rural workers in 1985 were underemployed, 
working only part time because of economic reasons. In 1985, 58 percent of 
nonmetro poor household heads worked at least part time. Social and economic 
changes have also caused a dramatic rise in women's participation in the work 
force. In 1980, women made up 41 percent of the nonmetro labor force; and 45 
percent of nonmetro women age 16 and over were in the labor force. 

Many workers who made their living in declining occupations or in declining 
industries in rural areas are unable to adjust to new high-growth occupations 
and industries without considerable retraining and re-education. Workers in 
rural areas that had sizable manufacturing employment (including agribusi- 
nesses) are finding that once-valued highly specialized manual skills, which 
had been learned on the job, are not easily transferable to the jobs now 
available in the rapidly changing workplace. Many simply do not have the basic 
literacy skills to be retrained at all, creating a pool of hard-to-employ 
workers. The costs to many rural communities of improving its human resources 
base to meet new requirements will be considerable and sometimes beyond their 
means. 

Present Capacity of the Rural Human Resource Base 

Human resource development for rural economic development Is, for the most 
part, a long-term strategy. Most of the people who will be in the labor force 
well into the 21st century already have acquired their basic knowledge and 
skills and formed their behavior patterns. A large proportion of the work 
force was educated more than a decade ago, and has received no further 
education or retraining other than that learned on the job or obtained to 
upgrade current job skills. As a result, their skills are more apt to have 
been shaped by past labor market needs and education and training programs than 
by recent, current, or even anticipated events. 

In the past, rural youths attended school for a shorter academic year, fewer 
years of school in total, and were less likely to attend college than urban 
youths. For example, in 1980 one in every five rural adults age 15 or over had 
completed fewer than 8 years of schooling, a common proxy for functional 
illiteracy. In the South, one in four rural adults and three in eight of every 
rural bl*ck adults were functionally illiterate. In all regions but the 
Northeast, the proportion of adults who completed high school was lower in 
rural areas. The greatest disparity was in the South where in 1980 48 percent 
of rural adults had completed 4 years of high school compared with 63 percent 
of urban adults. 
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Rural educational institutions, particularly the public schools, and training 
programs carry the major responsi ility for formal human resource development. 
And the strengths and weaknesses of rural education have helped shape the 
capacity of the human resource base. 

Limitations of Rural Schools 

The record of the quality and effectiveness of rural schools is mixed at best; 
they represent both the best and the worst of human resource development. 
Rural schools with highly qualified and committed teachers, sufficient 
resources, student participation in a wide range of activities, leadership 
training, and c munity support have indeed been good sources of human 
resources. But, on average, rural schools have fewer resources, less ade aate 
facilities , and less experienced teachers than urban schools (25). 

Rural schoo, districts have greater difficulty attracting and retaining 
teachers with experience ana advanced degrees (figs. 1, 2 see figures at the 
end of chapter). Teachers in rural schools are more likely to have less than 5 
years of experience, less likely to have more than 20 years of experience, and 
less likely to hold an advanced degree. Urban teachers are generally within 
commuting distance of a graduate school and able to pursue an advanced degree 
without taking a leave of absence. Despite the apparently higher turnover 
among teachers i„ rural schools, a larger share (82 percent) expressed 
satisfaction with teaching as a prof - Uon than teachers in urban schools (70 
percent). 

One measure of tha quality of education and its relevance to emerging labor 
market needs is math and science education (fig. 3). k 1982 survey indicates 
that rural hl 6 h school seniors are less likely than urban high school seniors 
to have taken four or more math or science courses. Schools in rural 
communities (fewer the- 10,u00 inhabitants) scored lower in math achievement 

"^f" 8 - 1 ?^? 82 th8n ali ° ther 8Cho01 locatlon8 except "high poverty central 
cities (10). 

Despite equalization formulas an, , in most States, population density factors 
that provide added funding to small schools or districts to compensate for 
diseconomies of scale, rural schools spend less State and local money per 
student ►han urban schools. For example in North Carolina in 1986, nonmetro 
counties spent an average of 10 percent less per pupil than metro counties. 
The State s per pupil metro and nonmetro allocations were nearly equal, but 
local districts in nonmetro counties were either unable or unwilling to raise 
revenues, and nonmetro local expenditure were less than two-thirde of metro 
local expenditures. In recent years, the decline of rural populations and mc-c 
dramatic decline of rural land values have worsened the situation. About half 
of school revenues are raised locally, mostly through property taxes. 
Iherefore, school rev-nues suffer in areas with a declining population and 
lower land values. 
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Strengths of Rural Schools 



The smaller average size of rural schools also provides some advantages over 
larger, urban schools* Despite the unfavorable statistical comparisons between 
urban and rural education and training, some factors suggest that rural schools 
may be better positioned for the future than the statistics Indicate. 

First, small organizations are more flexible and less hierarchical than large 
organizations, and staffs are, by necessity, less specialized. The smaller 
scale of rural schools may be more conducive to the current wave of reforms, 
which recommend greater flexibility and autonomy for teachers and school 
administrators • 

Rural youths participate In more school activities during the school day and 
assume more leadership responsibilities. Rural youths, possibly because of 
smaller schools and more personal attention, had lower dropout rates (12.8 
percent) than urban youth (18.9 percent) in 1982 (33). 

Further, agriculture 1 education reinforces leadership training, science 
education, business skills, and innovation — all traits that add to the value of 
human resources in emerging economies. 

Rural youths are more likely to be enrolled in vocational education programs 
than urban youths, which is somewhat surprising since general perceptions are 
that rural youth have fewer curricula choices (fig. 4). The expanded 
curriculum is due, in large part, to the success of Federal programs supporting 
the construction of area vocational centers in rural areas since 1965, which 
greatly expanded vocational opportunities. More than $1 billion from the 
Appalachian Regional Commission and the Economic Development Administration 
were used to match State and local funds for new school construction (22). The 
occupational program mix in rural areas, however, differs from the mix in urban 
areas. Compared with urban youths, rural youths in vocational education aie 
more likely to be enrolled in agriculture, business, occipatlonal home 
economics, and trade and Industry programs and less likely to be enrolled in 
marketing and distribution and technical programs, which are growth 
occupations • 

Rural education and training will continue to lag behind most urban areas If 
only w'adltlonal quantitative measures of quality are used. There are many 
pockets of poverty where human resources are not adequate to support economic 
growth, especially in the South. But, in many rural areas, human resources, 
whlc^i by some standards aopear deficient, may in fact prove to be more flexible 
and more adaptable to change than in urban areas. The challenge is to protect 
the strengths of rural education while shoring up its weaknesses. 

Federal Education Policies 

The Federal Government has had considerable Influence on rural human 
resource formation over more than a century. The Morrill Act of 1862 set the 
stage by establishing land-grant colleges for instruction in agricultural and 
mechanl al arts. That law, plus the subsequent act establishing black land 
grant colleges in 1890, represented the total Federal role in public education 
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until well into the 20th century, when new scientific advances in agriculture 
urbanization and the expansion of public, compulsory education spaced new 
^ g c e !!l° T ^ at68 ° Ver 8upP ° rt ° f Publlc ^"cation and training. In 1914, 
SUSir^ff? Pr rJ ded 8 netW ° rk ° f extension agents to improve the * 
knowledge and skills of fanners, and in 1917 the Snith-Hughes Act provided 
Federal funds to expand vocationally oriented agricultural education in the 
Nation's high schools. 

^h fl ?? 1 TH Ughe8 ACt W88 t0 bfcC ° ne ° ne ° f the mo8t ^Portant Federal actions in 
behalf of human resources. It legitimated and expanded high school vocational 
education by providing Federal funds (in proportion to the States' r£2 
JnS U ^r n i 8) f f °J 8 ^ larle8 and training for teachers in vocational agriculture 
11 trl£ £i ?A* P r °P oltlon to *• States' urban populations) for teachers 
? U8 i y P f° gram8 8nd hc ° e econonlc8 - The legislation ostensibly 
unified the agricultural and industrial programs as a single-purposed system, 
but allowed for the differences in requirements of rural and urban youth. 
Thus the two programs diverged in their content and philosophy. Trade and 
industrial programs, which were intended to instill industrial discipline, were 
not conducive to the independence, innovation, and entreprenuership of 
agriculture. In contrast, vocational agriculture emphasized leadership 
aII^a*' bu8lne88 8k f 118 ' P roble » solving, and decision making, traits neither 
desired nor rewarded by industry management. Further, trade and industrial 
programs were enacted by the business community to strengthen the working class 
HSlJS IT agriculture resulted from a grass roots effort of agrarians to 
perpetuate themselves and improve their productivity (32). 

The Vocational Education Act of 1963 radically revised Federal vocational 
education legislation to correspond more closely to labor market demand. Urban 
educators were disturbed by the disproportionate strength of vocational 
agriculture within vocational education in light of a steady decline in 
agricultural employment. The resulting legislation gave States block grants 
with the provision that they plan and fund programs to match projected labor 
market demand , The new legislation further expanded vocational education in 
rural areas but greatly reduced the proportion of Federal funds going to 
vocational agriculture. Agricultural programs responded by redefining their 

TJIIIa , ?k ^ 3 br ° ad rangC ° f nonf arming occupations, including and 
related to agribusiness. 

In the mid-1960 's, Federal policy expanded its roles and goals to include 
tquity. The Civil Rights movement brought about new education policies to 
strengthen education programs for economically disadvantaged children. The 
Elementary and Secondary Education Act of 1965 authorized about $1 billion to 
provide compensatory education for poor children, and the Higher Education Act 
ot 1965 provided support for low-income college students. 

The recent roles and influence of the Federal Government on education have 
been, In large part a continued response to inequities in educational 
opportunities. But relative to other sources of revenue, Federal support for 
education has diminished. For example, about 6.1 percent of the budget of 
elementary and secondary schools came from the Federal Government in 1985, down 
from 8.9 percent just 5 years earlier. Further, Federal aid to college 
students is also declining in real dollars. 



15-8 



Federal per capita dollars for elementary and secondary education have been 
slightly higher In nonmetro than metro areas, $23 versus $20 In 1980 (cable 2), 
Although rural school districts receive more Federal per pupil dollars for 
compensatory education since the Incidence of poverty Is higher among rural 
youths, this compensatory money, hlch Is earmarked for meeting special needs 
of economically disadvantaged students rather than supporting everyday 
budgetary needs, contributes little to the quality of the basic education 
program. According to a 3tudy conducted for the Congress In 1981, rural 
districts In 9 of 12 States received less per pupil dollars for vocational 
education than received In all U,S. districts. The difference was substantial 
In seven of the States (22) . 

Despite reductions In Federal aid, the Federal Government still makes 
Important contributions to some forms of human resource development and for 
some segments of the population: namely, vocational education, compensatory 
education, and access to higher education. 

Vocational Education 

The current Federal legislation authorizing support for vocational education Is 
the Carl D» Perkins Vocational Education Act of 1984. The new law added 
explicit economic development alms while retaining the equity alms of the 
previous legislation. It targets 57 percent of States* basic grants to special 
populations: the disadvantaged, the handicapped, women, adults, and the 
Incarcerated. The law also restricts the use of nontargeted funds to program 
Improvements and expansions. 

Compared with earlier legislation, tVa most significant change Is the emphasis 
on economic development, basic skills, ana a shift away from overspeclallzatlon 
at the secondary level. The new legislation emphasizes economic growth through 
Its stated Intent to Increase productivity, reduce structural unemployment, 
develop human resource » and expand the economic base of the Nation. For 
example, the law targets skills for new technologies, adult retraining, and 
training to help women get higher-paying jobs. The legislation contains no 
specific rural provisions. Urban and rural human resources needs *re, by 
Implication, the same, and States are not asked to make any distinctions In 
either their plans or their programs. 

Compensatory Education 

In the Congress enacted the Education Consolidation and Improvement Act 

(ECIA), which combined Title I of the Elementary and Secondary Education Act of 
1965 as Chapter 1 of the new act with more than two dozen smaller educational 
programs merged under Chapter 2. Chapter 1, which funds compensatory 
education, is particularly Important to human resource formation in rural areas 
because of their higher levels of of poverty. 

The current law, which is due to expire at the end of fiscal year 1987, 
authorizes the largest single federally funded program In the public schools 
($3.7 billion in 1987) and serves nearly 5 million disadvantaged students. 
Yet, the funding level (measured i n real dollars) Is significantly lower than 
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under Title I. Moreover, some of its mechanisms have been altered. Parental 
involvement, for example, has been de-emphasized and funding for State 
administration has been cut back. 

Higher Education and Student Aid 

The biggest single factor in the increased access of rural youth and adults to 
higher education is Federal financial support. The GI Bill opened the doors to 
college for returning veterans, and subsequent financial aid and loan programs 
have kept them open. Assistance is intuitively more important to access for 
rural candidates than for urban candidates because rural youths on average are 
poorer and less likely to be within commuting distance of a college. Basic 
Economic Opportunity Grante (Pell grants) and guaranteed loans give rural 
youths the same chance to increase their economic value to the economy and to 
themselves that urban youthe have. In fiscal year 1986, $8.1 billion was 
appropriated for grants, loans, and work-study programs. 

The newest and potentially most important instrument in rural human resource 
development is the community college/technical institute. Of all the 
educational institutions, the goals of these 2-year colleges are the most 
explicitly aimed at human resources development, and their links to economic 
development are the strongest. Yet, the Federal Government supplies only a 
fraction of resources to these schools. The Economic Development 
Administration and Appalachian Regional Commission helped with construction and 
startup costs in the past, but that has all but ended; a minor portion of the 
Carl D. Perkins Vocational Education Act appropriation is targeted to the 
2-year schools; the student aid provides tuition support, and a small part of 
Title III of the Higher Education Act is for the improvement of management . 
But total Federal support for 2-year colleges is negligible compared with the 
importance of the institution to human resources and rural development. 

Federal Employment Training Policies 

Although Federal legislation establishing the Employment Service dates 
back to 1933, major Federal involvement in training first occurred with the 
establishment of ;he Manpower Development and Training Act (MDTA) in 1962 (35). 
3/ MDTA was the first full-scale government training program to retrain — 
displaced and unemployed workers in new skill areas. Its original thrust was 
to retrain long-time workers who had been technologically displaced, but as the 
antipoverty movement mounted, MDTA expanded its focus to involve training in 
literacy and basic skills, especially for disadvantaged youths. 

In conjunction with the War on Poverty, the Economic Opportunity Act of 1964 
generated three employment and training programs, some of which are still in 
operation (26). The Job Corps provided the hard-core disadvantaged with a 
comprehensive package of training, counseling and job placement assistance in a 

3/ Located throughout the country, employment services, operated by States 
with some Federal support, function largely to match workers to jobs. Only 
about a third of job vacancies are listed with public employment services. 
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campus-like setting* kj The Neighborhood Youth Corps directed training and 
job-related services to youth, and the Work Experience Program was a work-and 
job-training program for welfare recipients. In 1967, Congress established the 
Work incentive Program, an employment registration program that still exists, 
to assist employable welfare recipients get a job. 

In response to the Increasing number and complexity of employment and training 
programs, the Comprehensive Employment and Training Act (CETA) was enacted In 
1973 as a mechanism for coordinating numerous programs and their services. 
* Working through local government units (prime sponsors), the CETA program 

covered a broad range of employment and training services, that emphasized 
public service employment and classroom and on-the-job training for the 
economically disadvantaged and physically handicapped (8). 

Studies of the overall effectiveness of CETA are mixed (8, 35). With Its 
strong emphasis on public service employment for the disadvantaged, CETA was 
successful In redistributing jobs toward low-Income, hard-to-employ people. 
Per person costs for classroom training, on-the-job training or work experience 
ranged from $2, 100-$2,700, but the benefits, In terms of Increased earnings, 
may not have been commensurate with program costs. In one evaluation, yomen In 
the program earned $800-$l,300 more per year, but the training did not 
significantly affect earnings of male participants (35) . One survey of rural 
communities revealed that most people believed that CETA was effective, but 
that It was not extensive enough to meet rural needs (21) . 

Although Federal per capita support for education programs Is greater In 
nonmetro than metro areas, Federal support to nonmetro areas for training and 
employment programs may be sharply less than the support to metro areas (table 
2). 5/ In 1980, for example, nonmetro counties received $18 per capita for 
training and employment, while metro counties received $47 per capita. 

At the present time, Federal Investment In job training activities Is vested In 
two sets of programs: programs designed to train or retrain unemployed or 
hard-to-employ groups of workers, and programs to offer help, usually Income 
assistance, to the poor. The main legislative vehicle for the first set Is the 
Job Training and Partnership Act (JTPA), enacted In 1982, that replaced the 



4/ The Job Corps and Summer Youth Employment were later covered under the 
Comprehensive Training and Employment Act of 1973. 

5/ Between 1964-1983, the proportion of Federal outlays In the Nation that 
went for employment and training programs represented no more than 2-1/2 
percent of total expenditures, In any given year. The expenditures rose 
steadily until the late 1970*8, and dramatically declined in the early 1980 v s, 
despite rises In unemployment (8). Beginning In the early 1980 f o, Federal 
monies for training and employment programs were collapsed Into block grants to 
States. Therefore, national data sources no longer report Federal allocations 
for training and employment outlays for metro and nonmetro areas. These data 
may be available In some States, but no clearinghouse currently exists for 
compiling them for the Nation. 
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Comprehensive Employment and Training Act (CETA) of 1973. 6/ In addition, the 
Trade Act of 1974 offers assistance to firms and workers displaced as a direct 
result of foreign competition. 

JTP A 

Although many of Us goals are the same, JTPA's design for administering 
programs differs from CETA' s in several significant ways (23, 7). JTPA is 
primarily a training program; unlike CETA, it contains no provisions for public 
service employment. This partially accounts for JTPA f s lower funding levels. 
Current funding for JTPA is slightly under $4 billion, considerably less than 
the $10 billion allocated to CETA in its peak year (1979). While CETA's 
funding was administered directly through the U.S. Department of Labor, most of 
JTPA's funds are allocated (on a formula basis) to States, and allocated within 
States to specially designated administrative units known as service delivery 
areas (SDA's). 77 Over 600 SDA's are presently operating JTPA programs. 
Unlike CETA, JTPA also provides for involvement of local private industry 
councils (PIC's), which often administer the job-training programs in an SOA. 
The assumption is that local industry participation will not only stimulate jol 
creation but will help design training programs to fit local needs. The 
decentralized structure of JTPA encourages (and has resulted in) flexibility 
and adaptation of JTPA to local needs. Thus, the implementation plans vary 
significantly from State to State. 

JTPA contains provisions to offer a range of educational, job-training, and 
related services to several economically disadvantaged groups. 8/ Title II 
provides training and other services to disadvantaged youths and adults, 
including unemployed workers, and summer employment and training for 
disadvantaged youths. 9/ Title III covers training and job-related activities 
for dislocated workers, while Title IV, section 402 authorizes job training, 
placement and related services for migrant and seasonal workers. 

Two additional features of JTPA's design are noteworthy, especially because of 
their potential relevance for rural areas. First, the factors useo to allocate 
funds (number unemployed, the share of excess unemployed, the share of excess 
employment, and the share of poverty) may benefit rural areas, with their 

JTPA was amended in 1986; one amendment added language to specifically 
cover displaced farmers under Title III. 

7/ Units of Jocal government with a population of 200,000 or more, or 
consortia of contiguous government units with a total population of at least 
200,000 are entitled to automatic designation as an SDA, on petition to the 
State Governor. 

8/ Programs formerly under CETA that were subsumed JTPA include the Job 
Corps, Summer Youth Program, and programs for Native Americans, migrant and 
seasonal workers, and veterans (mainly Vietnam veterans). 

9J Under JTPA, the Federal Government has major responsibility for operating 
the Job Corps, formerly under CETA, for economically disadvantaged youths age 
14-21. However, the State's role is expanded. 

15-12 



higher levels of unemployment and poverty. Second, JTPA sets aside about 25 
percent of Its funds to be used at the discretion of the Secretary of Labor for 
special programs and projects. To date, approximately 20 States have 
established special programs for displaced farmers. 10/ Nebraska, for example, 
used support from the Secretary's discretionary fund to establish a program for 
displaced or financially distressed farm-related workers and farmers. 

The product of a statewide planning effort, the program taps 
a full range of State resources, both public and private. 
It benefits from a diversity of services, minimizes duplication 
of services, and Increases efficiency. Delivered through six ag 
action centers located at community colleges, participants can 
take advantage of a full range of services, Including assessments 
to measure abilities, Interests, and physical tolerance; 
counseling; entrepreneurial workshops; job placement; and 
traditional skill tralalng (15). 

JTPA Is undlsputably the main vehicle for public employment training programs 
now. To what extent are JTPA programs reaching rural areas? What effects are 
the programs having on training and placing rural disadvantaged and displaced 
workers? Unfortunately, national data are unavailable to answer definitively 
either of these questions. Indicators of allocated resources and performance, 
are collected at the national level by service delivery areas, but unless 
States collect and maintain county-level statistics, It will not be possible to 
judge the long-term effects (and shortcomings) of JTPA for rural areas. A 
special survey conducted by the National Alliance of Business Indicated that In 
1984, on average, urban SDA f s received over twice as much Title II A funds as 
did the rural SDA's ($4 million versus $1.8 million) U9). JJ./ 

A 6A0 analysis estimates that possible underestimates of unemployment In rural 
counties may have cost smal 1 . communities as much as $129 million In JTPA funds 
in 1984 (20). Whether or not JTPA's design will be sufficient to overcome some 
of CETA v s shortcomings In training and In placing the most seriously 
disadvantaged workers remains a question for researchers and program 
evaluators, though It Is dubious whether the question will be answered for 
rural areas without more adequate data. 

10/ Data on special programs for displaced farmers are part of a data bank at 
the Center of Agriculture and Rural Development Council of State Governments. 
Displaced farmers are generally eligible for assistance under Title III 
provisions. However, indications are that dislocated workers programs In many 
States are oriented to urban Industrial workers. A subset of displaced farmers 
may be eligible for JTPA services under Title IIA, although these programs 
tend to emphasize education and training for low Income persons with limited 
skills. 

11/ Data were unavailable to calculate per capita amounts, thus, these 
figures may be misleading. 
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Trade Act of 1974 



The Trade Adjustment Assistance Program, authorized under the Trade Expansion 
Act of 1962 &nd later the Trade Act of 1974, provides assistance to firms and 
workers adversely affected by foreign competition. Displaced farmers and their 
hired workers generally do not benefit from this program because of the 
difficulty In making direct connections of the economic crises In farming to 
International competition. However, displaced rural Industrial workers could 
benefit from the provisions of the program, Including weekly cash benefits for 
up to 52 weeks, Job training, job search assistance, and resettlement costs, 

Welfare Programs 

The employment training programs discussed above have been heavily targeted 
toward the poor. In addition, work and work training requirements have often 
been attached to welfare policy In some form. Over the years, a considerable 
number of programs have been tried as social experiments or demonstration 
projects to assist the poor In the labor market (8). 12/ Other programs have 
targeted resources, often In the form of tax benefits, to employers who create 
Jobs for certain disadvantaged groups Including youths, welfare recipients, 
ex-convicts, former drug addicts, disabled workers, and Vietnam veterans. One 
program still In existence Is the Targeted Jobs Tax Credit (TJTC) enacted In 
1978. Its effectiveness Is questionable, because "employers are reluctant to 
get involved with government bureaucracy or to ask Job applicants for 
information that would reveal their eligibility, and/or because applicants are 
reluctant to volunteer such information" (8)« 

The program most in the current limelight is the Community Work Experience 
Program (CWEP), commonly known as workfare. The Omnibus Reconciliation Act of 
1981 authorized States to establish mandatory CWEP programs, requiring welfare 
(APDC) recipients to participate in work training and work experience with the 
ultimate goal of moving them into jobs and off the welfare rolls. 13/ About 
half of the States had set up some kind of workfare program bv 1986, some on an 
experimental basis. 14 / In some cases, work requirements a: , mandatory, in 
others, voluntary. 

Early results suggest that In a limited situation, simple workfare programs can 
benefit some welfare recipients (38). The outcomes of larger-scale 
applications in different economic and social settings particularly rural 
areas, Is unknown. 



12/ Examples' Include: Seattle-Denver Income Maintenance Experiment 
SIME/DIME 1971-78), National Supported Works Demonstration (1975-80), and 
Employment Opportunity Pilot Project (1979-81). 

13 / Changes in APDC in 1981 that included new limits on child care 
deductions, and quicker reductions in benefits, based on job earnings, may have 
caused disincentives to work (1). 

14 / Of three programs for which analysis of results of research evaluations 
have been released, two are In California and one in Massachusetts. 
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The Congress Is currently considering new proposals to expand and strengthen 
workfare requirements for welfare families. Another proposal offers Incentives 
to States that are successful In assisting poor employable household heads with 
training and placement In a nonsubsldlzed job. The proposals, however, give no 
attention to the application of the programs In rural areas, many of which are 
small, sparsely populated and economically depressed. 

In summary, a range of education and training programs exists for human 
resources development In urban areas. However, few programs contain specific 
provisions for addressing the unique needs of rural communities and rural 
people. In fact, the basic design of most programs conforms to an urban model, 
although, In some Instances, special adaptations have been made to accommodate 
rural problems as In the case of JTPA's displaced- farmer programs. Education 
and training programs have made modest differences In the lives of some rural 
residents, but the evidence remains that they have not eliminated, or even 
substantially reduced, poverty among rural families. 

New Policy Directions 

Economic forces and social conditions operating today and the unique 
characteristics of the rural setting will continue to shape human resource 
policy needs. An Immediate need that will likely become even more pronounced 
Is retraining of displaced workers. Retraining needs are unusually great in 
rural areas, where unemployment and Illiteracy rates are high, and private 
training opportunities are scarce. Displacements, due to an overall decline of 
manufacturing employment, have left a relatively unskilled, undereducated, and 
iaacbUe labot force, especially in the rural South. Greater needs for basic 
skills, coupled with diseconomies of scale, raise training costs. Thus, 
training in rural areas depends heavily on Federal support. 

Furthermore, the ability of rural disadvantaged workers to profit from 
training programs often depends on how well communities can coordinate basic 
education and training with supportive services, like transportation and 
communications, crucial considerations in Isolated rural areas. Many rural 
poor also need additional support from Income assistance programs, either on a 
temporary or longer-term basis. 

A second need Is education for poor and educationally disadvantaged. Adequate 
levels of support for compensatory education and improved design (and 
evaluation) of compensatory programs could benefit many rural youths. 

Third, the needs for financial aid for higher education will :ontlnue to be 
greater for rural thaw for urban youths. The former, on average, are more 
likely to be poor and outside commuting distance of a 4-year college or State 
university. Also, the future development and expansion of technical 
institutions and community colleges could Increase the options for higher 
education In rural areas. 
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Fourth, human resource policies and programs that allow for adaptations to 
unique rural settings could greatly benefit rural communities and rural people. 
Programs that compensate for diseconomies of scale are Important since the 
operation of rural programs of comparable quality tc urban programs tends 
to be more costly. Rural areas may also require more resources for 
telecommunications and outreach, because of the difficulty in reaching rural 
residents with information and services. Furthermore, programs that build on 
the strengths of rural institutions, such as vocational agriculture, the 
extension service, and the rural school will foster better human resource 
development. 

Finally, the evaluation of human resources development rests on the development 
of national data to enable policymakers to assess the effectiveness of human 
resources programs in rural areas. The ability to gauge the extent to which 
public Investments in education and training programs are reaching rural areas, 
and the effects of such programs on improving the economic well-being of rural 
communities and rural people, is Important to policy formulation. 
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Table 1 — Selected economic characteristics of the nonmetro population 
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1/ Includes all members of labor force. 

2j Workers employed part-time for econouic reasons. 

3/ The estimates are not strictly comparable with prior years because of 
changes in the Current Population Survey estimation procedures. 

Source: (36). 



Table 2 — Federal funds for human resources programs fiscal year 1980 



Function U.S. Metro Nonmetro 



Dollars per capita 

Elementary and 

secondary education 21 20 23 
Food and nutrition 111 

Health services 12 14 7 

Social services 4 4 2 

Training and employment 39 47 18 

Total 77 86 51 



Source: (27) 
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Chapter 16 



THE SIGNIFICANCE OF COMMUNITY DEVELOPMENT 
TO RURAL ECONOMIC DEVELOPMENT INITIATIVES 

Vernon D. Ryan 



Abstract . Community development takes place when local residents work 
together to improve the economic situation of the entire community. 
Community development efforts are especially important to the 
revitalization of rural America f s economy. One of the most tangible 
benefits of such efforts is that they can contribute to the success of 
local economic development initiatives. This chapter discusses the 
application of community development principles to economic development 
activities • 

Two rural communities recently faced virtually identical situations. In the 
first, a former resident had left a substantial sum of money in a trust to be 
used for upgrading specified community services and facilities. The only 
stipulation was that the community match the amount through private donations 
and fundraising activities. The second community faced a similar challenge. 
All that was necessary to receive a coveted grant for certain economic 
development projects was to match the amount of the grant using local 
resourcefulness. Although the second community was larger than the first, its 
residents were required to come up with less money. These two communities, when 
confronted with similar challenges, displayed remarkably different responses. 
In the first community, local residents, businesses, and organizations 
immediately responded to what they viewed as a challenge to the entire 
community. In a matter of weeks, pledges and donations had exceeded the amount 
required by more than 30 percent. Meanwhile, the second community was thrown 
into turmoil trying to decide who should be responsible for matching the grant 
money. In the end, they fell far short of the amount required and, 
subsequently, failed to receive the grant. 

This illustration is only one of many that could be used to point out the 
importance of how residents of a local community respond to opportunities 
related to economic development. The response of local residents to such 
circumstances is called community development. In the following discussion, 
community development is examined within the context of rural economic 
development. The revitalization of rural America depends on a combination of 
economic and community development activities. If rural economic development 
and growth are to be realized, a high level of community development is 
necessary as demonstrated by the first community illustrated. Communities like 

Vernon Ryan is a professor in the Department of Sociology and Anthropology, 
Iowa State University, Ames. The author thanks Willis J. Goudy for his 
contribution to this chapter. However, the author takes full responsibility for 
its content. 
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the second one discussed above need assistance to improve the capabilities of 
local residents on matters involving economic development. Use of community 
development principles in such cases can make a big difference. 

The Meanings of Community and Economic Development 

The term community development refers to purposive efforts of a group of people 
in a community to improve its social, economic, or cultural situation (3).l/ 
Three important components are included in this definition. First, community 
development has to do with the process devoted to local improvement. Even if 
efforts fall short of their specific goals, community development will have 
occurred. Second, community development is public oriented in the sense that a 
group must be involved rather than a single individual, and potential 
beneficiaries must include individuals not participating in the process (25). 
In this sense, community development is directed toward improvements thatTan be 
classified as collect! /e or public goods. The third condition is that 
participants in the process are residents of the community in question. Outside 
people may be involved (for example, State officials, private consultants, 
financial brokers), but their participation is limited and thev se rve primarily 
as facilitators to the overall process. 

To appreciate the importance of community development to economic development 
initiatives, the latter needs a definition. Economic develooment pertains to 
any attempt to increase the capacity of a local area to generate income and 
employment in order to maintain, if not to improve, its economic position (24). 
Like community development, economic development refers to local iraprovpmentT 
The focus of ouch effort, however, is limited to the economic sector. Programs 
to increase jobc, incomes, and productivity are examples of economic 
development. Other projects that seek to improve or expand local 
infrastructures (roads, buildings, water and sewer systems) for sustained 
economic growth are also classified as economic development. 

While community development Is, by definition, oriented to local concerns, no 
such restriction is placed on economic development. Through economic 
development, a single individual or business can show profits without others 
sharing in the outcome. A dominant employer in a community may employ residents 
on a part-time basis for minimum wages and benefits. While company profits may 
indicate community economic growth, the community at: large may not benefit if 
the labor force all earn minimum wages and work for only 20 hours per week. In 
effect, there is no assurance that economic development leads to a collective or 
public benefit. 

Community development is instrumental to the success of economic development. 
Of particular importance to community development are the notions of who 
participates and who benefits. Community development can serve as a guide to 
economic development activities, making certain that the process is in a 
direction favorable to public rather than private concerns (26). By including 
the public in the process, community development encourages equity in the 
distribution of outcomes. 



^/Underscored numbers in parentheses refer to sources listed in the References 
Section at the end of the chapter. 
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The need for local participation in economic development activities is partially 
an issue of political philosophy. New Federalism, with its transfer of power 
and decisionmaking from the Federal to State and local levels, is consistent 
with community development's reliance on local participation. To implement 
economic development activities without local participation would be 
inconsistent with the current political philosophy. 

Beyond philosophy, other reasons can be identified that support the involvement 
of local people. The term "local capacity" is often used to describe the 
ability of community residents to identify and solve local problems, and to take 
advantage of opportunities. Local capacity is closely associated with citizen 
participation. Broad-based participation builds and strengthens local cape ity 
(9). With a high level of local capacity, communities are more likely to take 
advantage of economic opportunities. 

Participation of local residents in economic development is important for 
another reason. In the broader context, economic development is a means to 
better economic conditions and, subsequently, a better quality of life. No one 
can deny the importance of economic well-being to quality of life, but it alone 
does not guarantee a more fulfilling life. Another means of improving quality 
of life is through social well-being, or self-actualization, that is, providing 
opportunities for individuals to realize and utilize their unique abilities. As 
social psychologists have demonstrated, participation in community-related 
issues becomes a vehicle to enhance self-actualization (24). Economic 
development is an illustration of a community-related issue, leading Wilkinson 
to conclude that "community development (and its associated requisite for local 
involvement) is needed to realize the potential social well-being benefits of 
economic development" ( 27 ) . 

In the final analysis, community development improves the chances that economic 
development efforts will lead to positive outcomes. Since community development 
involves local residents in the process, it also gives greater assurance that 
positive outcomes will be long lasting, and that future economic development 
activities will be forthcoming because of strengthened local capacity. 

Recent Changes in Rural America 

We all have our own image of rural America. Some think of it as the symbol of 
America's tradition where all of the virtues of our heritage have been left 
untouched through Jeffersonian values, a simple lifestyle, and strong neighborly 
ties. Not surprisingly, most of these people are against changing rural 
America. Others see it more as a curious remnant of the past, and no longer 
suited to today's sophisticated world. To them, the sooner rural America 
catches up with the rest of the world, the better. 

Personal sentiments aside, reality verifies the fact that rural America is 
changing. Recent changes in the economic sector have led to numerous problems. 
Agriculture, once the dominant economic force in virtually every rural region of 
the nation, has been adversely affected by shifts in export markets and an 
inability to compete with other exporting countries. The same is true for many 
of the energy-related extractive industries (oil, gas, coal), and manufacturing 
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and textile businesses that moved to rural areas during the 1970's because of 
their abundant supply of labor. 

In agriculturally dominated areas, farm foreclosures and bank failures have 
become all too common. The ripple effect has moved steadily outward, affecting 
virtually every aspect of local economics. Farm implement dealerships and other 
businesses relying on the agricultural economy were first to feel the impact- 
other local retail businesses such as grocery stores, auto dealerships, and 
apparel businesses eventually experienced major declines in volume of trade 
(22). Local governments also felt the impact through rapidly declining taxable 
values of property and increases in tax delinquencies (23). Overall, many rural 
businesses and communities have been adversely af f ectedTnot to mention the 
personal and family stress resulting from such hardships. 
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as rural. Nearly half of the rural counties lost populationf roa"983-85r" 

Diversity in rural America is evident by the growth of some regions, 
particularly In the West, Southwest, and Northeast. Growth In the tourism 
Industry a concentration of retirement-oriented facilities In warmer climates, 
and expanded recreational opportunities have much to do with this growth and the 
relative affluence in these areas (2). However these growing areas are more the 
exception in rural America than the rule. And even In areas that are 
experiencing growth, problems such as overburdened water and sewage systems 
Inadequate roads and highways, and conflicting interests between longtime 
residents and new arrivals are common (19). The problem is that much of rural 
America Is confronted with major adjustments to a rapidly changing rural 
economy. ° 6 



Rural Community Responses to Economic Problems 

Kaufman's (_10) definition of community serves as a guide for describing rural 
communities and characterizing their responses to economic problems. 2/ He 
includes three interrelated properties-territory, organization, and'action-in 
his definition. The territorial property represents a community geograph: -ally 
as an area of land with precise boundaries. Designations of communities a 
road map or as political units of government are common references to this 
property. In rural areas, communities cover relatively large areas of land. 
The dominance of agriculture, mining, and forestry, all requiring large areas 
obviously have much to do with this feature. The sparse settlement of land 
associated with these economic enterprises contributes to the small populations 
of rural communities. K F 

The organizational property pertains to the community's concentration of 
organized units that are available to satisfy the needs and interests of local 
residents. Businesses located on Main Street are part of the organizational 

2/Hereaf ter reference to rural communities will include territories 
surrounding incorporated towns and their inhabitants (i.e., farm and nonfarm 
residents) on grounds they too are members of the social and economic system of 
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property that exists to satisfy economic needs; a local hospital satisfies 
medical needs; and schools are responsible for educating residents. Some 
communities have a highly complex organizational make-up as characterized by 
numerous specialty stores, schools that offer courses in highly technical areas, 
and hospitals serviced by a cadre of medical specialists. Others offer very 
little diversity. 

Rural communities have a lower level of organizational complexity than do urban 
areas. They typically have fewer medical specialists per capita, smaller and 
less specialized retail areas, and schools that offer less variety in their 
curricula when compared to urban areas. They also rely more on part-time 
governmental officials. Urban officials, meanwhile, are supported by a 
specialized staff including development experts who are in a favorable position 
to seek State and Federal grants for economic development (U_, 28) . The limited 
organizational complexity of rural governmental units restricts their abilities 
to respond to local economic development needs. 

The third community property is based on the actions or collective behavior of 
local residents in their attempts to maintain or improve local conditions. When 
living in close proximity to one another and relying on the same organizations, 
residents are bound together by a mutual interest that leads to collective 
behavior. Basically community development, as previously defined, has to do 
with the manner in which issues are addressed behaviorally by community 
residents • 

Local economic development is reflected through the activity property of a 
community. According to one position (15) , it is useful to think of communities 
as "growth machines" where local elites recognize the mutual benefits 
anticipated from growth and behave accordingly. The success of pro-growth 
actions of local elites is especially apparent in cities, but in many cases, at 
the expense of the competing rural communities who lose out in their attempts to 
acquire external resources for economic development purposes. 

The level of activeness in a community has an important affect on its ability to 
obtain funds to promote economic development. In a study completed in 
Pennsylvania, economically distressed communities with high levels of activeness 
were found to have received more development funds than did distressed 
communities with low levels of activeness (13) . Activeness in this case 
referred to internal community actions such as passage of zoning ordinances and 
submitting applications to become a distribution center for the Congregate Meals 
Program. In a study of Wisconsin rural communities, activeness was used to 
refer to external ties and contacts that local elites had with metropolitan 
centers (14). Again, the results showed that high levels of activeness was 
associated with greater participation in Federal and State grant programs 
related to economic development. Activeness, whether used to refer to internal 
or external community contacts, seems, therefore, to have a positive impact on a 
community's ability to obtain financial assistance for economic development. 
Because of the importance of this community property to economic development, 
external assistance may be needed for rural communities that are experiencing 
low levels of activeness. 
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Improving Local R esponses to Rural Economic Problems 

econL^T ab i le COndi " on8 ' rural communities plan and Implement their own 
ac«v?t? e ^ Ve ^ Pme ; t "I' 0 !'! thr ° Ugh 8elf - di «cted community development 
activities. When faced with economic problems or opportunities residents 
respond together as defenders and promoters of the! £ common interests trough 
ac"io U n n i'LST ° Pment ' alt « native "regies are evaluated, de"s ons mlde Ld 
ItrlTr 3 ^ I*, ? consi8tent W ^h the welfare of the total community. 
Perhaps a local Industrial corporation is formed, or a decision Umade to offer 
tax abatements to local businesses who expand their operations, whatever the 
outcome, local involvement is instrumental to the process. the 

7S«iT?M a « aS t ° day ' 1 h ° WeVer ' are ex P«iencing conditions that discourage 
local initiative. Rural economies have undergone major transformations because 
of c rcumstances beyond local control. Their impact is reflecteTin sharT 

HtJl ll ^ availability ° f l0Cal ca P ital - As businesses struggle to 
survive, the local tax base of many rural communities has eroded to the point 
atil 6 ! ? g° v «™ents find themselves without the capital necessary to 
stimulate economic growth. Selective outmigration of youth and young adults due 
to economic conditions adversely affects the human resources ava^aofe to 

wner e% e % C n 1 le as ^" hiP - J 0 *'^' the8e COnditions cultiv «" a situa L 
where external assistance is necessary if rural economic development is to 

as 8 ^ Ca11 ?' F ? deral Government ha * Pl^ed a major role in providing 
assistance for rural economic development. 3/ Because of its overwhelming 

lll\ Ue T n , Virtuall y everv r " al ^glon of the nation, agriculture in years 
IT', ? C A ? m ° 8t aU ° f the Federal G ^ernment's attention when came to 

J; development. This changed somewhat as rural areas diversif 
creating a larger mix of Federal programs but with little evidence of a coherent 
rural economic development policy. As a result of increased diversity among 

Ttlll rl eaS ' many ! C ° n0miC devel °P™ ei * initiatives have been turned "ver to 
State Governments during the 1980's which, for the most part, have been slow to 

and 8P p °r n ogra e ms a : 8e °' llnited "* ^ -'res^u^ure^genc^s' 0 

^vplI^fV™" 1 economic development pro gi .ams-at both the Federal and State 
subs dies Government " con «ntrate on offering financial assistance. Capital 

"r " r Pr ° Vided thr ° Ugh l0anS and * rants t0 e *P a "d or 
diversify local economies, and to promote local investments in community 

services and facilities. In some cases, prospective entrepreneurs^ Tiered 
r M Y aPi , tal that 18 unavailable throu 8h tne normal banking system because of 
the high risk associated with newly formed businesses. All or these programs 
are based on the assumption that limited capital is a major obstacle to Jural 
economic development. cie co rura i 

lL f Jjf nCial ' 0rien 5 ed P r °g rams ' community development is seldom included as a 
specific program objective. At best, community development serves as a euidL 
principle or phi losophical statement to emphasize the Lportance of local in^f, 

J'!" Rji^en (16) for an historical overview of rural development programs 

SSJTf; * DeaVerS ( - J f ° r 3 dM «iP«on of the U.S. rural p0 Hcy 
formulation process. pu.nv.jr 
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or as part of the implementation process to ensure that subsidies are used in 
accordance with locally defined priorities and needs* This makes community 
development one of the more ambiguous sections of economic development programs. 

Without denying the importance of programs offering financial assistance, it is 
becoming increasingly more obvious that capital is not the only barrier to 
successful rural economic development initiatives • To be effective, rural 
communities need greater access to Information. In advanced nations, 
information is as important to production as is capital. But like capital, 
information, is not equally distributed; high costs associated with the 
distribution of information leave rural areas at a disadvantage. When compared 
to urban areas, rural communities have less access to information on matters 
important to economic development. As examples, rural communities are at a 
disadvantage when it comes to information on topics such as recent innovative 
business practices, prospective product markets, or existing Federal and State 
programs that offer financial assistance for local economic development • 

Another barrier t local economic development has to do with the capacities of 
communities to respond to local situations and problems. Capital and 
information alone will not ensure the emergence of local economic development 
unless residents are able to work together and motivate other* to create an 
environment favorable to successful economic activities. In effect, it means 
helping communities to create their own comparative advantages through common 
purpose, self-initiative, and rational actions. 

Rural economic development initiatives that address problems associated with 
limited information and ineffective capacities to respond to local situations 
are generally referred to as community development programs. Although fewer in 
number when compared to programs offering financial assistance, such programs 
are every bit as important to rural revitalization. Admittedly, community 
development programs are more removed from the criterion of immediate 
profitability, which makes It difficult to demonstrate their relevance to local 
economic development. They also are less visible, less immediate, and less 
predictable in their consequences, making evaluations of their impact more 
complex when compared to capital investments. In spite of these formidable 
problems, local economic development outcomes will depend 10 a great extent on 
the availability and success of such programs. 

Table 1 (at the end of chapter) presents an overview of community development 
goals and objectives along with illustrations of methods to facilitate local 
economic development. Two community development goals are identified for 
economic development policies and programs: including local residents and 
organizations in economic development activities, anc strengthening local 
capacities to assure effective responses to future situations involving economic 
development. As goals, they represent broadly defined mission statements. The 
first goal is based on arguments supporting New Federalism and the recognition 
that participation enhances an individual's well-being. The second goal, 
strengthening local capacities, is an attempt to improve the quality of outcomes 
resulting from future economic development activities. This goal has to do with 
capacity-building efforts; with strong capacities, communities can 
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build on what exists by devising new structures, processes and innovations to 
create new strengths. In effect communities become self-driven, requiring 
little if any outside assistance. 

Rural economic development policies and programs should be implemented in ways 
consistent with these two community development goals. Economic development, to 
be successful, requires involving residents and organizations that play 
important roles in community activities and decisions. Combined with resources 
provided from outsiue the community, the involvement of local residents and 
organizations will give direction to changes that are consistent with local 
Interests. At the same time, greater consideration of differing needs and 
interests within communities is assured when local participation is present. 

The three community development objectives represent more specific statements of 
the two goals. The first objective is to broaden the base of local input. This 
objective coincides with the previously stated goal to involve local residents 
and organizations in activities related to economic development. The remaining 
two objectives include efforts to strengthen local capacities in future 
situations. They include efforts to improve the quality of local input and 
increase the knowledge base on issues related to economic development. 

Specific methods are listed in Table 1 as examples of ways to accomplish each 
objective. When nsing these methods in economic development, a specialist from 
outside the community is usually called upon to assist local residents. As an 
outside expert in community or economic development, this person normally serves 
as an information broker. To overcome the relative isolation of rural 
communities, information brokers are needed to serve as a linkage between 
knowledge providers and local decisionmakers. It is important that the 
individual also has Cie ability to know what is needed for expanding local 
capacities. The Cooperative Extension Service, through a partnership with the 
U.S. Department of Agriculture and the land-grant university system, servt < as a 
model where local and area Extension staff have direct access to research 
findings. This linkage also leads to educational programs that help residents 
to understand local economic development within a broader national and 
international perspective. As economic decisions are made locally, these 
broader issues can be taken into consideration. The following methods are 
suggested as ways specialists can facilitate local economic development 
activities . 



Action research is useful for broadening the base of local participation in 
rural economic development. It is a method whereby residents collaborate with 
economic development specialists to plan, conduct, analyze, and utilize research 
on issues pertineit to local economic development. The overriding assumption of 
action research is that usable knowledge is more likely to result from a process 
that involves local participants. Community surveys that identify local 
economic problems or needs are a common starting point in action research (21). 
Survey results are interpreted by team members and used in selecting specific 
economic development strategies. As representatives of the community, residents 
involved in action research make certain that all sectors of the community are 
considered when preparing for economic development. With personal knowledge and 
interest in the community, they provide a local perspective that is not 
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available through economic development specialists. Specialists, meanwhile , 
contribute by way of their expertise in research methods, or providing 
additional data on other communities that offer a comparative perspective. The 
advantage of action research is that everyone makes a unique contribution to the 
process, and the final decision or outcome should be better as a result of their 
involvement. 

To improve the capacities of rural communities to respond to local economic 
situations, the quality of local input must be addressed. Leadership 
development is needed for improving the quality of local input in rural economic 
development. It is generally understood that leaders are not born as leaders 
(7). Instead, they are nurtured and trained, formally and informally, through 
personal experiences and opportunities. Formal training through leadership 
development is critical to rural economic development. To be successful 
requires local leaders who are able to mobilize others to work together in 
activities associated with economic development. This requires skills and 
knowledge in areas such as team management and effective communications. In 
addition, rural communities are in need of leaders who know how to work with 
others outside local communities since rural economic development will 
increasingly require such activities. Finally, in rural areas that continue to 
lose potential leaders through migration, leadership development needs to be 
supplemented with retention strategies that encourage candidates for leadership 
positions to remain in their communities. 

Entrepreneurship refers to the propensity of local populations to initiate 
business enterprises (5). If rural economic development is to be effective, new 
businesses must be started through local initiative. As a synonym for 
innovativeness and hard work (17), entrepreneurship needs to be encouraged and 
strengthened through policies and programs that promote economic 
self-development . Combined with more effective leadership, increasing the 
number of entrepreneurs would improve the quality of local input associated 
with economic development. 

The acquisition of knowledge is crucial to successful rural economic 
development. Both process-oriented and technical-oriented knowledge are needed. 
The former refers to information on procedures useful for making and 
implementing decisions on a public issue. From a community development 
perspective, local economic development is a public issue. Social action an<? 
conflict management are illustrations of process-oriented methods. Social 
action is useful as a guide that identifies important steps, needed resources, 
and the involvement of key individuals in planning economic development 
initiatives O). When consensus is lacking, conflict management is needed to 
guide the local community through times of dissent (18) . These and other 
process-oriented methods should be included as content in leadership training, 
and also need to be shared with other residents who are involved in economic 
development to make certain that such ventures are viewed as public issues. 

Technical-oriented knowledge must be available to rural communities, if local 
economic development is to occur. Federal and State agencies, universities, and 
private organizations are all involved in collecting, analyzing, and 
interpreting data pertaining to economic development. Their efforts have 
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resulted in new knowledge on an almost continuous basis. However, such 
information is of little use unless it is accessible to rural communities. 
Methods relying on direct contact between information brokers and rural 
community residents are useful, such as through seminars and workshops (8). 
Recently advanced telecommunications systems (6) also need to be used to - 
transfer information related to rural economic development. These newly 
developed methods, such as satellite uplinks, have the potential of minimizing 
the influence of distance that adversely affects rural economic development 
outcomes . 

In summary, adverse conditions in rural America have created a need for external 
assistance in economic developmant activities. Financial assistance is a common 
form of aid that should be continued. Additionally, however, assistance is 
needed to increase the knowledge base of rural communities on topics related to 
economic development, and local capacities to ensure more effective responses to 
economic development possibilities need to be strengthened. Specific methods 
are available to accomplish these objectives. 

Expanding Territorial Boundaries 

The discussion, thus far, has dealt with external assistance that is intended to 
enhance the efforts of local residents in economic development activities. 
Presumably, the territorial boundaries remain fixed, with individuals in 
separate geographic areas working to attain unique economic development 
objectives. Another alternative is to regionalize the efforts of residents from 
contiguous communities, thus changing the territorial property in an attempt to 
accomplish identical economic development objectives. Community development 
then becomes an important vehicle for identifying and accomplishing common 
objectives. School consolidations, areawide industrial corporations, and 
regional governmental bodies are a few examples of regionalizatio.i. 

It has been difficult for rural communities to move away from th«i Darwinian 
model of competition and struggles among communities. As rural economies 
worsened, competition increased to the point where communities mortgaged their 
futures in attempts to cannibalize other communities by offt«.ing excessive tax 
abatements to prospective industries and businesses. Free space, access roads, 
and water and sewer hookups were offered as incentives, all at the expense of 
the local taxpayers. In the end, both the community of origin and the community 
of destination ended up losing as a result of such competition. 

To many, the notion of rural regionalization is long overdue. A steady loss of 
population in many communities has burdened the local tax base and shifted 
demands for services and facilities (for example, fewer children result in lower 
demand for school classrooms, but higher deuands for retirement centers brought 
on by a greater number of elderly). In a recent study of rural Iowa elected 
officials (20), over 70 percent said they were interested in working with at 
least one of their neighboring communities on economic development ventures. As 
local officials, they no doubt recognized the roadblocks before them in trying 
to revitalize local economies on their own. 
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Rural reglonalization, to be effective, needs to evolve out of the activity 
properties of single communities* With the assistance provided from enabling 
policies and programs that would offer incentives for regional efforts, local 
discussions could be used as the catalyst to evaluate, prepare, and facilitate 
reglonalization alternatives based on their relevance and acceptability at the 
local level. The next step would be to bring representatives from different 
communities together to discuss alternatives. Out of this process should evolve 
a mutual understanding and agreement on regional objectives and procedures* 

The concept of community development serves as the foundation of the 
reglonalization strategy proposed here. Heavy emphasis is given to the 
importance of local activity. With proper incentives (like special funding for 
regional activities), communities would be more willing to join together with 
other communities, thus extending the activity tn individual' communities across 
the entire region. 

Reglonalization based on community development principles is in sharp contrast 
to Federal regional programs adopted during the 1960 f s* Basically the 
boundaries of regions were legislated in the first attempt at rural 
rr jlonalization on the assumption that they were homogeneous entities. With the 
diversity existing in rural America today, this top-down approach to defining 
regional territories makes little sense* Rather, the alternative is to let 
local communities identify regions according to common interests and problems. 
Seemingly, this makes for a more favorable and lasting regional relationship* 

Conclusions 

Community development is the preferred approach to economic development. This 
preference is based on the importance assigned to the principles of local 
involvement and public interests, both of which are emphasized in community 
development. Positive outcomes are more likely to result from economic 
development efforts when these principles are adopted. 

Policies and programs to stimulate rural economic development should be 
complemented with efforts that emphasize community development principles* This 
position is based on the assumption that every community has the latent 
potential to mobilize on concerns of common interests. The challenge to 
policies and programs is to stimulate this potential by incorporating methods 
that strengthen local capacities during the course of economic development. At 
the same time, economic development outcomes would be more In line with public 
interests and needs. The central poal of policies and programs should be to 
recognize and use the synergism in community and economic development. 
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Table 1 — Community development goals, objectives , and suggested methods 
for use in local economic development 



Goals 

Include local residents and organizations in economic development activities. 
Strengthen local capacities for more effective responses to future economic 
development situations. 

Objectives Methods - 

Broaden base of 
local input 

Improve quality of 
local input 

Increase knowledge base 

- Process-oriented 

- Technical-oriented 



Action research 

Leadership development; training 
entrepreneurs 

Social action; conflict management 
Seminars ; workshops; telecommunications 
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CHAPTER 17 



CHOOSING A RURAL POLICY FOR THE 1980's AND f 90 f s 



Kenneth L. Deavers 



Abstract, The 1980 's have renewed a decades-long process of urban 
growth and rural population stagnation or decline. Problems in three 
sectors of major Importance to rural areas—agriculture, mining and 
energy, and manufacturing — have been the major cause of economic 
stress. While there is great diversity among rural areas, individual 
local economies tend to be specialized, depending on a few major 
employers and a small number of closely related industries. This 
situation enhances the role of States in developing rural development 
programs and the role of rural community leadership in implementing 
such programs. However, the widespread nature of and externalities 
resulting from rural structural change provide a rationale for a 
Federrl role. That role includes creating a macro environment 
conducive to economic growth, facilitating multi-State or 
multi-community approaches to solving rural problems, and assuring 
adequate levels of investment in human resources. The Federal 
Government also has a comparative advantage in providing information 
and conducting analyses of broad national and rural economic changes 
that help to shape policy. 

Much attention was given to the economic success of rural America in the 
1970's, with the rural population turnaround being the most often cited symbol 
of a rural renaissance. By the end of that decade more than 3.5 million people 
had moved from urban to rural areas in search of better places to live, to 
work, and to raise a family or to retire. There were people who worried about 
whether many rural areas had adequate physical and institutional infrastructure 
to accommodate their rapid rates of population growth without serious 
ecological and environmental damage. 

With 20-20 hindsight, it is a problem about which we need not have been as 
concerned. The 1980 's have renewed a decades-long process of urban growth and 
rural population stagnation or decline. The latest estimates from the Current 
Population Survey show a net outmovement from rural to urban places in 1985-86 
of 632,000 people. This is a larger outmovement than the annual average of 
either the 1950's or 1960's. 

National concern has recently focused on financial problems in the farm sector 
and the resulting displacement of farm households who have been forced out of 
farming for financial reasons. At the same time, employment in rural mining 
and energy counties declined by 9.5 percent between 1979 and 1986, 

Kenneth Deavers is Director of the Agriculture and Rural Economy 
Division, ERS. 
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and rural manufacturing counties showed employment growth of only 2.7 percent 
In the same period. Even rural service sector employment growth has been slow 
compared with the 1970's or with service growth in urban a «as during the 

s. And, the rural service sector remains predominantly consumer services, 
catering to local consumers not national markets. 

Relatively greater dependence on goods production-the kinds of manufacturing 
industries in rural areas and the occupational structure within these 
industries-and sharp declines in natural resource-based industries and 
agriculture, have been the principal causes of economic adjustment and stress 
in rural America in che 1980 's. Indicators of rural economic adjustment 
include: J 

o Nonmetro employment grew one-third as fast as metro employment 
between 1979 and 86 (4 vs. 13 percent), a reversal of the 1970's 
when nonmetro employment grew more rapidly. 

o For 1986, the nonmetro unemployment rate averaged above 9 percent, 
nearly 3 percentage points higher than the metro rate. The 
nonmetro unemployment rate has fallen more slowly than the metro 
rate during the current economic expansion, leaving over 1,000 
nonmetro counties with annual average unemployment rates of 9 
percent or more. Higher nonmetro than metro unemployment rates are 
a reversal of the historical pattern established in the 1960 's and 

1 y I U S • 

o The nonmetro poverty rate was 18.3 percent in 1985 compared with 
12.7 percent for metro areas. While the metro rate has fallen 
during the recovery from the recession of the early 1980's, the 
nonmetro rate has been virtually unchanged. Counties with'high 
poverty rates are disproportionately located in the rural South. 

Rural Economic Diversity 

At the beginning of World War II most of our rural citizens lived and 
worked on farms. But an agricultural revolution, fueled by changing 
technology and facilitated by public policy, created a surplus of farmers, 
leading to a massive exodus from the sector. Between 1945 and 1970 an 
average of 120,000 farms was lost annually, leading to an average yearly 
farm population decline of 600,000. In the end, we were left with less 
than one-third ad many farmers as we began with— but farming remained 
primarily a family owned and operated business. By 1985, even a<=ter nearly 
a one-third decline in land values from their 1982 peak, average net worth 
of farm families was about $250,000 and average farm household incomes were 
greater than $36,000. As a result, poverty among farmers now represents 
only about 10 percent of rural poverty. 

In spite of significant declines in agriculture and other extractive 
Industry employment, 25 percent of our citizens remain in rural areas. 
This is the result ot a dramatic transformation of the rural economy. In 
the 1960's and 1970's a growing manufacturing sector provided new 
employment 
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for rural workers, particularly for a generation of rural women whose labor 
force participation grew rapidly. During the same period, rural areas 
also participated in the growth of the private service economy, which 
between 1969 and 1979 produced 55 percent of all the new jobs in rural 
America. Rural people now make their living from a wide-ranging set of 
activities not unlike those of urban Americans. Manufacturing, trade, and 
services are the dominant industries in rural areas. 

The transformation of the rural economic base from a primary dependence on 
natural resource activities, including agriculture, to a dependence on 
manufacturing, trade, and services has increased the diversity among rural 
areas. Thus, a wider range of external factors, including national 
business cycles, now influence the growth and viability of rural 
communities. Still, Federal policy directed toward rural areas remains 
focused mainly on the agricultural sector. In 1986, total Federal spending 
on agriculture programs was nearly $22 billion, including cash transfers to 
the sector of about $12 billion. This spending now provides a major share 
of net cash income for the farm sector, and it plays an important role in 
maintaining the income of many farm-dependent communities. Unfortunately, 
no policy directed primarily toward a single sector can address the 
widespread structural adjustment problems currently being experienced 
across a large number and diverse group of manufacturing-dependent and 
natural resource-based rural economies. And the large cost of Federal 
programs directed to agriculture leaves little room in the budget to 
consider adjustment assistance programs for distressed rural areas. 

Another aspect of rural diversity is that, in spite of widespread decline 
in rural manufacturing, agriculture, and natural resource based economics, 
other rural areas have done relatively well. Job growth in the rest ol 
rural America has exceeded 9 percent. Rural recreation-retirement counties 
have grown in population at more tban four times the rate of other nonmetro 
cou.ities, capturing most post-1980 rural population growth. This diversity 
of experience makes it much more difficult to design a national rural 
development policy. Some rural areas are experiencing stress which may 
justify assistance, others are not. This situation enhances the role of 
States in developing and delivering programs tailored to the situation of 
individual rural communities, and strongly implies that targeting of 
assistance is important. 

Rural Economic Specialization 

Post World War II farm consolidation improved the incomes of most families 
that remained in farming, and rural industrialization provided better jobs 
and higher incomes for many other rural workers. Other changes were also 
taking place in the 1950 f s and 1960 f s that benefited rural areas. Major 
public programs were undertaken to modernize rural life — expanded rural 
electrification and rural telephone service, improvements in rural 
educational systems, better transportation linkages to urban markets, 
upgrading of rural housing quality, etc. Collectively, these changes meant 
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Isolation T l tC i nece88arll y i»Ply social or cultural 

t ; l t l° n * * ut most of ° Ur territory remains sparsely settled with 

relin^iJT ^Vj? 00 0r l0 ^0 people, and most rural economies 
develoomeit n " T In the process of local economic 

development in rural communities after World War II involved moving fmm 
one economic specialization to another, as the dominance of na^u a! 

It Hit: J^ U8try reCeded * Many rural communities proved too small 

to achieve significant diversification of their economic Ease. Tne derail 
result was greater diversity among rural areas, but continued local 

ind P :sJ"e C :. 0n 3 naj ° r enPl0yerS 10 3 ~ U — b « 0f c?osely° C re lated 

In the 1970's specialization seemed to be an asset for many rural areas 
For example, fining and energy counties, riding the wave of MsJng energy 
income " hf ^"S 068 ; experienced very rapid gains in employment and'" 
income. The economies of many other natural resource-dependent and farmin* 

£1" "/I 1 k6Wi r bU ° yed by b °° m tlmeS 10 their >8 ic industries Buf 
boom and bust cycles have been frequent in the history of mining, forestry 
and agricultural communities, and this time has been no exception. 

»ltl« th t l0ngterm ' econ °»ic specialization is a serious hPndicap for rural 
areas, because structural decline occurring in a single sector can cause 
widespread dislocation threatening the viaMlty of the entire 
community-there are simply no other expanding sectors to take uo the slack 

soeciaH* M ^ are38 "llectlvely, the proSem of ^ 

specialization is made worse by the fact that entire regions may share a 
common rural economic specialty. Thus, stagnation and Lcline are not 
confined to a small number of rural counties. 

It is unrealistic for national rural policy to have as an object!. e the 
widespread substitution of diversified rural economies to repla * the 
specialized economies that now exist. Although some small rural "economies 
will be successfully transformed from their currenc declines 
specialization to another with brighter prospects for future growth, most 
Be a"e ZZTit agr ! CU ; tural 1" not make that'transit^n 

u£\ A tS ln 8 ° me rUFal r ^ions, regional rather than 

Uttlit \ PBent 6gieS 3nd P ° llcleS are more "kely to succeed. 

Thinking of several adjacent communities as "neighborhoods," each with a 
specialized role to play in the economic development of the r g 1 et 

"ul eiha^i "Che' 0 ^1 ^ ^ "* ^^lil^To^ L 

thus enhancing the range of feasible development opportunities. But 
achieving meaningful regional collaboration on the location and joJnt 

s °! P : blic : Clllt J eS (e ' g " hos P ltal * industrial pariL) and 
TrTl r l°] and flre Paction) may be as difficult as getting 

States to stop their bidding wars for the location of branch plants of 
major national or international firms. 

For many nonmetro counties adjacent to growing me tro areas, their location 
is the r most important developmental asset. Metro adjacency has oeen a 
significant factor in the growth of nonmetro areas throughout the 1960's, 
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1970's, and 1980 's. How nonmetro areas deal with the process of becoming 
residential communities of extended metro areas, and the strategies they 
choose for capturing some of the employment generation potential of 
adjacency will determine how gains from development get distributed. 
Clearly, in regions like the South and West with strong metro growth 
processes underway, many nonmetro areas will benefit from positioning 
themselves as an integral part of this growing economic system. 
Residential preferences should reinforce the attractiveness of adjacent 
nonmetro counties, just as they continue to play a role in the rapid growth 
of rural retirement/recreation areas. 

Rural Industrial Change 

The industrial restructuring underway in the tural United States has 
significant implications for future growth. Tn 1985, nonmetro counties had 
21.5 percent of U.S. employment. The National Planning Association has 
recently published estimates of U.S. employment growth to the year 2010. 
They forecast that 86 percent of all new full-time and part-time jobs will 
be created within the boundaries of currently defined metropolitan areas. 
This implies a 10-percent decline in the rural share of U.S. employment to 
about 19 percent. It is likely that most of this adjustment will be 
concentrated in areas where the economic base is already undergoing 
structural adjustment. 

If it is true that excess capacity is the underlying problem in the 
agricultural sector, then future shrinkage of the sector seems unavoidable. 
No foreseeable combination of increased domestic and international demand 
is likely to validate the existing aggregate scale of farming activity, and 
continued gains in productivity may further add to the overcapacity 
problem. Thus, many existing farmers (and considerable capital) will be 
squeezed out. For the sparsely settled Great Plains, and western Corn 
Belt, it is going to be difficult to find a policy to reemploy most of 
these displaced farmers and their household members in new economic 
opportunities within the region. This was also true throughout the 1950's 
and 1960's, but the scale of adjustment now facing that region is much 
smaller, if only because so many people have already left. 

There will be some opportunities for sustained growth in the region's 
larger rural communities, and smaller communities closely linked to its 
metro areas—in part because income levels will continue to be sufficient 
to sustain a viable consumer-services sector. There are also likely to be 
individual cases where processing of agricultural commodities can be 
successfuly decentralized into smaller communities, particularly where 
unique market niches for specialty products are identified and exploited. 
And the startup of new entrepreneurial ventures unrelated to the 
agricultural base will mean success for some displaced workers and their 
communities. However, these opportunities for growth will not be 
sufficient to stem the long-term decline in population of most of the 
nonmetro farm-dependent counties in the region. A similar assessment of 
future growth prospects for most natural resource-based rural areas seems 
realistic. 



The goods-producing sector of the United States economy has been a 
relatively constant share of GNP for over 30 years. But employment in 
manufacturing has declined in absolute and relative terms for much of the 
same period. Despite this national trend, nonmetro counties, in the South 
and East particularly, captured an increasing share of goods-producing 
e-Ployment during the 1960's and J970's. However, given continued action 
of productivity enhancing technology and increased foreign competition, 
goods-producing industries in nonmetro areas have experienced serious 
employment losses in the 1980 's. 

ll IVrnT/"^^ 1 ^ 3 th3t Pr ° Vlde Paction to industries that can 
be modernized and become more competitive will have many advocates. But 

«™! f™ S6 !; iOUS quest!ons about how to identify specific industries and 
firms to assist, and it is difficult to end programs of protection once 
they are begun. As a result, such programs appear unlikely to promote 
future rural economic development. Rural prosperity cannot be achieved by 
propping up certain sectors or firms in an effort to protect them from a 
highly competitive world economy. These policies are costly— fn the lou 
run they stifle creativity and new enterprise development. Ultimately, ° 
they only postpone largely inevitable adjustments. Such polic es reduce 
the real income of all consumers, while enhancing the real inccme of only a 
relatively small group of producers. And, where successful, they do not 
stem jcb losses because their success depends on the adoption of 
labor-saving technologies. 

Some researchers argue that nonmetro areas will be able to compete 
successfully for a share of the growing producer services industry, 

IT>1 S,^ th ? " information a g e " ""ere physical access and adjacency are 
presumably less important. At the moment, there is not sufficient 
Knowledge of the locational needs and preferences of firms in that industry 
to assess the attractiveness of remote rural locations. Recent lagging- 
rural employment growth in producer services, howev r, suggests that where 
a community's basic industries (especially manuf acturing^are experiencing 
stress, p-oducer services will not prosper. It is als- true that not 
enough attention has been paid to rhe adequacy of rural telecommunications 
systems to meet the purely technical requirements of such firms. Ag^in, it 
is likely that some individual nonmetro communities will capture 

Srow^ e ^n r K iCeS ^P 10 ^* 00 Wh ° le ' h0W6Ver ' rural serv '« sector 
growth will be greater on the consumer-services side. 

Politic al Economy of Rural Economic D evel opment Policy 

Webster defined policy as a "definite co rse cr method of acticn selected 
from among alternatives and in light oi given conditions to guide and 
determine present and future decisions." The choice of a rural development 
policy relevant for the mid-1980's and 1990's requires that we first 
understand the "given conditions." The preponderance of evidence suggests 
n^5™ 1 5 e ? onoalc 4 and soc * al ^tting in rural America that shapes future 
policy decisions is one of widespread stagnation in job creation, reduced 
rates of population growth, and substantial outmigration . Many other 
dimensions of development, e.g., community vitality and viability, can be 
expected to be negatively affected by these factors. 
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Knowledge of the major economic forces shaping t^e future of rural America 
provides insights about the likely importance and effectiveness of various 
broad alternatives as elements of a rural development policy. However, 
these economic forces are only one component influencing the choice of a 
rural development policy. 

The formulation of public policy is a complex process of negotiation among 
many and diverse groups, each of whom has some special interest viewpoint 
to serve. Government programs resulting from this process often achieve 
broad societal goals, or, help to, mitigate the consequences of social 
problems. Effective policies are most likely when they do not seriously 
violate some key sets of special interests. But rural development involves 
public intervention to ameliorate differentials in levels of activity, 
growth, and rates of return between rural and urban "regions. " Thus, 
effective rural development policy is l'lcely to alter the status quo, 
pitting one set of special interests against another. To the extent that 
such policy appears likely to rhift the outcome of national development by 
increasing the share captured' by rural people and rural communities, 
political consensus is difficult to achieve in our overwhelmingly*urban 
nation. 

Mobility of resources is an important way of redressing differences in 
rates of return and levels of activity and growth. But the movement of 
people from rural areas, wnere opportunity is limited, to growing urban 
areas is also costly, and. politically unpalatable. The human costs of 
geographic (and/or occupational) change must be balanced against the 
economic costs of intervention, but we are currently unable to do this in 
any wholly satisfactory way. 

Even when political consensus is achieved on elements of a national rural 
development policy, it is not possible to specify with any certainty the 
details of a rural development strategy lively to succeed for any 
individual rural area. This is because many factors that contribute to 
successful local development are unquantif iable, and thus outside the 
explanatory power of current regional science. The design of locally 
relevant rural policy depends on a pragmatic balancing of local aspirations 
with realistic assessments of likely future local growth, given local 
resources and marketplace realities. Achieving such a balanced approach 
will not be possible with a national "one size fits all" rural policy. 
Neither is it possible with local programs based primarily on "boosterism." 
There is a need for cooperation among public institutions at all 
levels — Federal, State, and local — for effective involvement of the private 
sector, for marshalling information about the economic forces influencing 
the community and the Nation, for insight about the near-term future, and 
for a way of turning all of this into action programs. We have a 25-year 
history that suggests great difficulty in designing national rural policy 
with these characteristics. 
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Elements Of A Rural Policy 



Macro Policy 



The employment impacts of monetary and fiscal policy vary across regions 
depending on the industrial composition of the regions. OveraU rival 

ZiTtllnV'T ^ 8en! * tiVe t0 ChangeS * -netary and'f sea 
policy than is urban employment. These differences are particularly 

J^TTm ? n0nmetro Northeast and South, and appear to be related to 
L fact ha ^r 3 '" **>° rt ™' of -"uf acturing in these areas. Thus, 
the fact that the overall performance of the U.S. economy has been 
relatively weaker since the peak of the last business cycle in 1979 than it 
was in the two previous business cycles covering the 1970 's is a oartial 
explanation for the relatively poor performance^ rural economleVln Jhe 

S 6 ^! 1 ^ 1 ^ 681 ^ de P endence of rural economies on farming, especially 
to ItnTlnl T 3 ' l8 ,T ther Part ° f P °° r eCOn0n,ic Performance related 
llrfrnT 8 m ° netary and flscal P oli ^- There is evidence to suggest that 
agriculture experiences wider swings in prices and asset values Is a result 
of sudden changes in macro policy than the rest of the economy 

s^e'^Mrf; 6 ^'^?^ bU8t CyCle farmi * g — ltle8 have experienced 

oosu5on a of faCt T' ln " ludln « the 8erious deterioration in the competitive 
m?nW? '"I r , manufacturin g ™d declining demand for the products of 
TloJ-73 L Fgy q A 7 8 9 try a l S ° lm P° rtant - In ^e two busines's cycles 
rhoL f - ' ° f em » lo y™«t growth in nonmetro areas exceeded 

those of metro areas. But from 1979-85, the compound annual average rate 
of employment growth in nonmetro counties has fallen to less than one-third 
that of metro areas. High real interest rates and a high-valued dollar, 
major consequences of the monetary and fiscal policies followed by the 

to 1 Hn 8 8 T l98 ! t0 bFing lnflation under control, have contributed 
to major financial strains in farming an d competitive problems in all rural 
industries. The dramatic decline in the relative performance of rural 
economies however, seems to signal a long-term structural adjustment 
problem* J 

wnrL 0f M eC ^° r ' 8PeCifiC V co ™» uni ty-specific rural development policies 

a i° °n rC ° me 8l ° W gr ° Wth ° f a 8«regate demand in the United 
States and worldwide, or to insulate rural communities from the effects of 
major changes in monetary and fiscal policies. Rural areas have a 
significant stake in stable macro policies that achieve the highest 

stahiHrv ra T f ° V f r f U eC ° n0mlC gr ° Wth consi8t ent with reasonable price 
stability. Such policies may reduce the pace of adjustment in many rural 
economies although they will not eliminate structural change . JLy al o 
increase the opportunities for resources released from rural agriculture 
natural resource, and manufacturing Industries to be productively 
reemployed In new activities. 
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The rural economy is now an integral but distinctive part of the national 
and global economy. Thus, policies undertaken to achieve broad national 
goals have significant implications for the performance of rural economies. 
Education, communications, and transportation policies help to shape the 
future prospects for rural development. And income maintenance programs 
will determine the well-being of many rural poor. Rural interests are not 
likely to be paramount in shaping these national policies; but recognition 
of the unique economic, social, and institutional capabilities of rural 
areas is essential if they are not to be inadvertently disadvantaged by 
national policies. 

Sectoral Policy 

Public discussion of the need for and desirability of a U.S. industrial 
policy has largely disappeared, m declining roughly in pace with the national 
economy's recovery from the severe 1979-82 recession and the reemergence of 
stronger urban growth. That recession, which hit goods-producing 
industries particularly hard (U.S. manufacturing lost 2.2 million jobs), 
followed a decade of unprecedented job, income, and population growth 
favoring rural areas. Rural growth came, in part, at the expense of urban 
areas. And the decade of the 1970 's also saw serious structural problems 
begin to emerge in many urban-based manufacturing industries — steel, autos, 
etc. These experiences contributed to proposals Jto reindustrialize 
America, and eventually to the idea of a targeted industrial policy for the 
United States. 

Such a policy, according to its proponents, would channel resources from 
public and private consumption into needed infrastructure, research, and 
capital formation. The principal concern of industrial policy was to 
overcome a long-term secular decliffe in U.S.* productivity growth, which was 
undermining the Nation's competitive position. Tax reform and regulatory 
change, as well as programs to direct investment flows into specific 
industries and regions, were to be used to restore American industrial 
preeminence. There was disagreement, however, about whether the goal of 
industrial policy should bp to accelerate the rate at which market forces 
shifted resources into growing industries, or whether it should attempt to 
support (and perhaps restore) the competitive position of declining 
industries and the places that depend on them. 

Serious practical and theoretical questions have been raised about the 
appropriateness of pubMc intervention with sector specific policies. For 
example, it is clear that monetary and fiscal policy have played an 
important role in creating the structural adjustment problems we are now 
experiencing. Since 1982, the Federal deficit as a percent of GNP has been 
at high levels, unprecedented for a peace-time, nonrecession period. 
Rather than finance this deficit out of domestic savings, we have relied on 
foreign investors. However, between 1980 and 1985 the trade-weighted value 
of the dollar increased by more than 50 percent, virtually guaranteeing a 
serious trade deficit because of its impact on the competitiveness of U.S. 
goods at home and overseas. The high-valued dollar also appears to have 
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speeded up the product cycle, leading business firms to seek overseas 
locations for production of many goods as the only effective strategy to 
overcome large de facto cost increases. Whether exchange rate changes are 
the principal problem leading to structural decline in rural industries is 
an unanswerable question at this time. New labor-saving technologies may 
allow us to raise productivity and compete more effectively, if exchange 
rates fall far enough. Even so, It is unlikely that the United States 
will ever recover many of the jobs lost in low-skill, low-wage rural 
manufacturing industries such as textiles and apparel. 

Other criticisms of sectoral policy have concentrated on the creation of a 
new and unnecessary Federal bureaucracy, on whether such a bureaucracy 
could pick industrial winners and losers as targets tor public action, and 
whether such choices would be enforceable and politically feasible, even if 
they were possible. Clearly, industrial policy smack* of central planning, 
something for which there is no discernible political support. 

Despite these concerns about sector-specific policy, the United States 
already operates one sector-specific set of programs and maintains a large 
public (Federal and State) bureaucracy to administer them. The sector, of 
course, is agriculture. In terms of fur re rural economic development, the 
relevant observation about the agricultural sector is that it is unlikely 
to contribute importantly to rural job creation. Farming has been a 
declining industry — declining as a share of GNP and in total employment 
since World War II — and most of the jobs in forward and backward linked 
agricultural industry are located in urban areas, not rural areas. Thus, 
agricultural sector policies are not a solution to today's widespread rural 
structural adjustments nor are they likely to contribute to future rural 
job creation. Because such policies maintain the net cash income of the 
sector, however, they may ease the economic stress end slow the pace~"of 
change in farm-dependent rural communities. 

Because evidence of a fundamental decline in U.S. competitiveness is 
unclear, and because of the very real risk that a targeted program of 
industrial assistance would be primarily protectionist (attempting to 
prevent adaptation and change in the U.S. economy), sectoral policy does 
not now seem an attractive component of rural policy. 

Territorial Policy 

Rural development policy has most often focused on strategies to ameliorate 
differentials in levels of economic activity, growth, and rates of return 
between rural and urban "regions" (and to a lesser extent among rural 
places). Mobility of resources is an important way of redressing such 
differences. In fact, the U.S. economy has been characterized by its 
capacity to move capital across sectors and between regions (and 
world wide) in response to changing market forces. Large numbers of people 
have followed as economic opportunities shifted. The movement of 
individuals from areas of low returns to areas of higher returns is 
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not without substantial economic and psychic cost, and given the importance 
of "place" in our Federal system, it has serious political costs as well. 
But public intervention to achieve more "balanced growth" is not 
necessarily without cost. 

One way to understand the problem is in terms of the possible motivations 
for national rural development policy interventions. There are only two: 
efficiency and equity. The efficiency rationale typically involves 
asserting some form of market failure which results in underperf ormance of 
the rural economy. The political attractiveness of the efficiency 
rationale is that policies to improve efficiency imply that a higher level 
of national output can be achieved with the same level of inputs. Rural 
development policies that overcome market failures create more rural jobs, 
but they are not jobs lost to urban America. 

A related argument attributes regional differences (especially rural 
poverty) to low factor productivity resulting from environmental or 
infrastructure deficiencies in the region. An obvious solution to this 
situation would be to allow (encourage) interregional migration. But, 
investments in a region's infrastructure might increase rates of return 
more. If so, rural infrastructure investment policies **-e motivated 
primarily by efficiency objectives. 

The equity rationale, of course, is that whether or not the observed 
geographic distribution of development is efficient, the resulting 
differentials in incomes, jobs, and well-being are unacceptable. Even if 
correcting these distributional inequities involves real costs, e.g-, a 
reduction in national output, rural development policy interventions are 
justified by this rationale. 

While equity arguments have sometimes been a politically salient rationale 
for advocates of a nationa 1 rural (or urban) development policy, they have 
seldom been dominant in the targeting of assistance offered by specific 
programs. (Witness the Economic Development Administration which has made 
nearly 80 percent of the Nation eligible for assistance, in part by 
legislative action blocking the dedesignation of places whose most recent 
measles of economic stress would otherwise disqualify them). Thus, most 
of the programs developed to implement policy have been administered as a 
response to presumed market failures or inadequate infrastructure. But the 
analytical foundation for asserting widespread failure of information or 
capital markets, or for preferring infrastructure investment to migration, 
is virtually nonexistent. Under these conditions it is not surprising that 
there is considerable skepticism among social scientists and politicians 
alike about the effectiveness of a place-oriented rural development policy 
that assumes each and every community assisted can and will grow, if only 
the "right set" of public investments is provided. 

Most past Federal programs specifically aimed at rural economic development 
(e.g., Appalachian Regional Commission, Tennessee Valley Authority, Area 
Redevelopment Administration, and Economic Development Administration) have 




17-11 



41 



devoted the majority of their funds to public infrastructure, largely to 
serve goods-producing firms. There is little reason, however, t^belie^e 
wL« ? g !T P a " erns in th « U -S. economy generally will f aV0 r large 

Lre is 1 ttle T J"??" " ^ ° f ^'^cing jobs. Thus! 

there is little reason to believe that the expansion or location of 

eX in?p ing e " tSr P rlSeS U L FUral are39 W1U P la * a ■H» "le in solving 
existing economic stress. This raises serious questfon^Dout t'ffe future 

llJSt* VI , rU c al P ° 11Cy th3t f0CUSes P'i-'ily on financing 
traditional kinds of goods-producing, industry-serving infrastructure and 
promote programs of local "smokestack chasing." Future rural 
infrastructure needs are moie likely to be frr facilities that reduce rural 
disadvantage in access to information (and communication). 

Rural economic policies need to reflect realistic assessments of the 
process of structural economic change taking-place in the U.S. economy, and 

SnS rtt * ^^"p of w individual ™«1 areas-their place in economic space, 
and the degree of urbanization of their region. These policies need to 
accommodate futures of stability or decline, not just growth. The role of 
State government has been substantially enhanced by the difficulty of 
addressing the diversity of rural conditions with national policy and 
programs. At all levels of government, however, we have been unable to 
envision and unwilling to design rural policy that includes the reality of 
decline, preferring instead the myth of universal growth. 

The great diversity of rural economies, and the fact that economic stress 
is not the experience for all rural communities, increases the importance 
of targeting the public funds available for rural economic development and 
effectively coordinating programs at the local level. But many rural 
communities lack the institutional capacity to mobilize local resources, to 

! ? St3te pr °S rams ' and t0 ^velop and carry out successful 

initiatives in cooperation with the private sector to stabilize or expand 
their local economies, or to plan for orderly decline. There is an 
important place for government-supported programs that facilitate a process 
of rural institutional capacity building, often called community 
development. Various models exist, including the Federal-State-local 
partnership of the Cooperative Extension system. 

Clearly, an achievable goal for U.S. policy that focuses on rural economic 
development for the 1980's and 1990's is coping with change. Such a policy 
is most likely to permit rapid overall U.S. growth, provide new 
opportunities to reemploy displaced rural (and urban) workers, and generate 
a political climate that makes public funds available for programs to 
ameliorate the economic stress of structural change. 

Human Resource Policy 

Outmigration from rural to urban areas was the dominant theme of U.S. 
population movement from the turn of the century until the 1970' s. It is 
the dominant theme again in the 1980 's. 
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The 25 years from 1945 to 1970 was a period of particularly rapid rural 
outmigration, largely because of the technological revolution in farming 
and '.he dramatic decline in the number of farirs and farm population. It is 
not unusual to find rural counties in the Great Plains, the Corn Belt, and 
the deep South that reached their peak population in 1900-1910, and now 
have only 50 or 60 percent as many residents. Because young people are 
much more likely to move than older people (migration rates for people in 
their 20's are five times the rates of those in their 60*s), the sustained 
period of outmigration has left the nonmetro United States with a lower 
share of people of prime working age (20 to 44) than the metro United 
States. This is a serious constraint to future rural job growth for which 
there are no politically viable policy solutions. 

Since many rural youth end up spending their working lives in urban areas, 
the success of rural educational systems has a bearing on the capability 
and skills of both our rural and urban work force. Unfortunately, average 
rural educational attainment is lower, and the average high school drop-out 
rate is higher than in our urban areas. Regional variations are 
noticeable, with the rural South exhibiting particularly serious 
educational disadvantage. These human resource problems also have their 
impact within rural labor markets. While cause and effect are not easy to 
sort out, and other factors are also at work, the relatively low-skill, 
low-wage occupational structure in rural areas is importantly related to 
the educational attainment of rural workers. In the manufacturing sector, 
the different occupational structure of rural firms has been a major source 
of slow job growth. Between 1979 and 1985, U.S. manufacturing employment 
declined by 6 percent. But white collar manufacturing employment actually 
grew by 10 percent, while blue collar employment declined by 15 percent. 
Because blue collar jobs make up 75 percent of nonmetro manufacturing 
employment, decline in blue collar jobs has been disproportionately a rural 
labor market adjustment. 

Most of the burden of the economic adjustments occurring in rural America 
falls on the human resources—displaced industrial workers, displaced 
farmers and other proprietors, and members of their households. Problems 
of job loss are exacerbated by difficulties individual workers may face in 
shifting from production jobs to white collar jobs in the service sector. 
Skills gained in farming, mining, and blue-collar manufacturing employment 
frequently are of little direct use in the services sector. Also, pay 
scales are substantially lower in many parts of the services sector. Most 
who succeed in making the occupational transition may nave to accept 
changes in job tasks. Many may have to move their residences to find new 
jobs • 

Rural workers, particularly in agriculture, are more likely to have been 
self-employed—of ten in an enterprise spanning several generations— which 
may also make occupational shifts more difficult. Thus, human resource 
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policies that equip people for major changes in occupation, and that rely 
on broad multi-county, regional, and national labor markets in which to 
seek reemployment opportunities for displaced rural workers, are critical 
to successful amelioration of current rural economic stress. 

Unfortunately, not all displaced workers will make a successful transition 
to new private sector jobs. Older workers, those with work-limiting 
disabilities, and those who lack basic educational skills will be difficult 
(sometimes Impossible) to place. For these people, as well as many of the 
long-term rural poor, Federal and State public welfare programs, not labor 
market programs, will determine their future well-being. 

Policy Choices 

Increased Integration of national and International markets, macro and 
fiscal policies that worsened the United States competitive position, and 
the changing Industrial and employment structure of the U.S. economy have 
led to widespread stagnation In rural economies in the 1980's. The 
resulting economic stress has been especially serious in rural areas 
dependent on natural resources, including agriculture, and in manufacturing 
counties. Our analysis of rural conditions and the economic forces at work 
leads to several observations about alternatives for future rural policy 
that may better Inform the policy choices that are made. 

o The economic adjustments now creating stress In rural areas present 
a dilemma for territorial strategies. Promoting growth where people 
currently live and in occupations or industries in which they now 
work is the least disruptive to existing community and family 
structures, and is the most politically attractive. But current 
rural economic adjustments appear to result largely from real 
competitive disadvantages, not failures of information or capital 
markets, or from generally inadequate rural infrastructure. Thus, 
rural policy that provides public subsidies for development in-place 
often traps resources in inefficient businesses or locations. The 
overall regional and national economy Is better served by policy 
that facilitates a smooth and rapid movement of capital and labor 
from weaker to stronger Industries, and from less competitive to 
more competitive locations. 

o Policies that provide protection to industries that can be 

modernized and become more competitive have many advocates. There 
are, however, serious questions about how to identify specific 
industries or firms to assist, and it Is difficult to end programs 
of protection once they are begun. Longrun prosperity for rural 
areas cannot be achieved by subsidizing certain sectors or firms to 
protect them from a highly competitive world economy. Such 
subsidies are costly. They stifle creativity and new enterprise 
development. They may not even stem near-term job losses because 
their success often depends on adoption of labor-saving 
technologies. Ultimately, they only postpone inevitable structural 
adjustments. 
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The future course of farm employment is almost certainly one of 
decline. There is no near-term prospect of employment recovery in 
mining and energy industries, and future job gains in rural 
manufacturing seem unlikely to provide the same impetus for rural 
growth that they did in the 1960's and early 1970' s. Thus, rural 
economic development policy too closely tied to revitalization of 
these sectors is unlikely to succeed. In particular the declining 
significance of agriculture as an employer of rural workers and as a 
source of rural income has made farm policy ineffective as a 
strategy to improve general rural well-being. The interests of the 
agriculture sector and the territorial needs of rural areas would be 
better served by treating each with separate policies that have 
distinct objectives. 

Externalities, i.e., mismatches between who benefits and who pays 
for certain activities, are often used as an economic rationale for 
public policy intervention. For national rural development policy, 
the strongest case for the existence of externalities can be made 
for education and training programs. Many rural communities 
undergoing structural change will be unable to capture the benefits 
of higher spending on improved basic education or occupational and 
skill training and retraining, because graduates of these programs 
will often leave the community to find better labor market and 
entrepreneurial opportunities. States may face a similar problem in 
capturing the benefits of human resource investments. Thus, Federal 
programs to improve the human capital endowments of rural youth and 
the rural workforce (including workers dislocated in the current 
industrial restructuring) are the only way :o overcome chronic 
underinvestment in rural human resources. They also have a major 
impact on overall economic performance of the Nation, not just on 
successful rural development. 

Diversity among rural communities makes the task of designing a 
national rural development policy more difficult. Some rural areas 
may need assistance, others do not, and the kind of assistance 
likely to be needed varies from State-to-State, and 
community-to-community. This situation enhances the role of States 
in developing atid delivering rural programs. States may be able to 
promote collaboration among nearby rural communities, helping each 
one to identify a specialized role to play as a "neighborhood" in 
their rural region. Regional rural approaches might make possible 
some economies of greater scale and the attractiveness of larger and 
more varied labor markets, thus enhancing the range of feasible 
development options. Rural diversity also strongly implies that 
targeting of assistance is important. 

Rural communities and rural people must shoulder the major 
responsibility for identifying opportunities for local economic 
development and mobilizing resources to deal with structural change. 
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Local efforts will not assure the growth of every rural community 
and collectively they will fall short of generating enough rural 
jobs for all our current rural residents. Still, to stem the 
outflow of rural incomes to urban areas and overseas, rural 
consumers can sometimes be offered more goods and services produced 
locally. New business startups show considerable potential to 
Improve the performance of many rural economies and generate new job 
opportunities. Rural businesses can often overcome cost 
disadvantages due to remote location by producing specialized goods 
and services that fill market niches. Public policy that 
facilitates new rural enterprise creation, by reducing ^formation 
and transactions costs for private providers of venture capital, can 
assist in assuring the availability of financing for rural 
development. The availability of other services to local 
entrepreneurs, e.g., management, accounting, and marketing services, 
can also enhance the success rate of small business startups. 

National and International markets set overalUconstralnts , but the 
success of Individual local rural economies still depends 
Importantly on the entrepreneurial decisions of Individual firms. 
The community environment In which these decisions are made Is also 
Important. Many rural communities lack an organized Institutional 
and leadership base that could enable them to Identify and pursue 
local economic development opportuntles aggressively. Public policy 
that builds the capacity of local Institutions to realistically 
assess their comparative economic advantage, Identify competitive 
opportunities, and marshal the public and private resources to 
exploit these opportunities can make a difference to the future 
development of rural communities. 

There are numerous physical Infrastructure problems In rural areas 
that are real constraints to future growth, but probably not the 
Infrastructure problems that were the major targets of past~Federal 
economic development programs. Those targeted programs looked most 
often toward the growth of goods-producing industry as the way to 
achieve economic development, and that does not appear to be a 
likely scenario for most rural communities In the next several 
years. A more Important constraint to future rural job creation In 
the se /Ice sector Is likely to be the Inadequacy of rural 
Information pod communications infrastructure. 

Many of the site-specific infrastructure Investments that rural 
communities want to undertake (e.g., industrial site development) 
have very limited spatial effects and require modest levels of 
funding. Given other competing national priorities, a lack of 
evidence of a shortage of funds for such projects, and political 
consensus on shifting the responsibility to State and local 



17-16 



governments in our Federal system, there is little reason for a 
major Federal role in funding these projects. Most of the projects 
benefits will be captured locally and users might well be charged 
fees to recover most of the costs. 

Ultimately, the choice of national rural development policy is political, 
balancing of the interests of groups whose future opportunities are being 
affected by widespread stress and structural change in the rural economy. 
Given the diversity of rural conditions and interests, much of the 
responsibility for devising program strategies to deal with rural stress 
will fall to State governments, and successful implementation of programs 
will depend on the leadership of rural communities. There are, however, 
significant externalities resulting from rural structural change that 
provide the economic rationale for a Federal role. That role includes 
creating a macro environment conducive to economic growth, facilitating 
multi-state or multi -community approaches to solving rural problems, and 
assuring adequate levels of investment in rural human resources. The 
Federal Government also has a comparative advantage in providing 
information and conducting analyses of broad national and rural economic 
change that help to shape policy. 

Some will argue for a broader Federal role based on their perceptions of 
inequity resulting from the rural stress of structural change. There are 
human costs associated with geographic and occupational mobility, just as 
there are economic (and budget) costs associated with policies to slow the 
process of change. Historically, the strong perfotaance of the U.S. 
economy has been enhanced by its ability to adapt to changing technologies 
and marketplace conditions. There appears to be little disagreement that 
future adaptation will be required, and that overall, public policy should 
be designed to facilitate that process. There is, however, considerable 
debate about the rate at which structural change should proceed, and the 
role of public policy in easing the adjustment burden for displaced people 
and impacted communities. 
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